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Tae IncorporatED AccounTaNTs’ JouRNAL is published 
monthly, on the first day of each month, at an Annual 
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BOROUGH OF BUXTON. 
PROFESSIONAL AUDITORS. 


Applications are invited for the position of Professional 
Auditors to audit half-yearly all the accounts of the 
Corporation (except education and housing). 

The Corporation carry on the following undertakings :-— 
Gas, Water, Electricity, Mineral Baths and Hotel and Café, 
Further particulars as to the accounts may be obtained from 
the Borough Treasurer. 

The appointment will be in the first instance to audit the 
accounts for the year ending 31st March, 1925, with an option 
for the Corporation to renew the appointment for a further 
term of two years. 

Applications with full particulars as to qualifications, 
experience and fee required for each complete year’s audit 
(inclusive of an annual report) to be sent to the undersigned 
not later than Friday, 10th October, 1924. 


~ Town Hatt, Buxton. H. G. CURTIS, 
September 8th, 1924. Town Clerk. 


Srafessional Potes. 


Tue Autumnal Conference of Incorporated Account- 
ants opens at Leeds on Wednesday evening, 
October Ist, the proceedings being continued 
throughout the remainder of the week. The 
complete programme was published in our issue 
for August, and we have arranged for a full report 
of the Conference to appear in the Incorporated 
Accountants’ Journal on November Ist. 


This Conference very appropriately inaugurates 
the resumption of activities by the various organisa- 
tions identified with the Society. The Incorporated 
Accountants’ Students’ Society of London commences 
its session of weekly meetings on Tuesday, October 7th, 
at Cordwainer’s Hall, Cannon Street, E.C. The 
Liverpool Society of Incorporated Accountants will 
give a dinner at the Exchange Station Hotel, 
Liverpool, on Friday, October 24th, and _ the 
Birmingham and Midland Society of Incorporated 
Accountants are holding a dinner at the Queen’s 
Hotel, Birmingham, on Friday, October 31st. 


In our columns will be found a summarised 
report of the proceedings at the Congress convened 
by the American Institute of Accountants at 
St. Louis, which was attended by Mr. A. A. 
Garrett, the Secretary, on behalf of the Society of 
Incorporated Accountants and Auditors; Mr. G. R. 
Freeman, Vice-President of the Institute of Chartered 
Accountants, was also present, and a very cordial 
welcome was given to the British delegates. The 
friendship between American and British accountants 
was established at St. Louis twenty years ago, and it 
is a great satisfaction to observe that time bas only 
served to strengthen the ties of fraternal concord 
and goodwill. 


The President of the Board of Trade has appointed 
Mr. E. R. Eddison C.M.G., to be Comptroller of the 
Companies Department in succession to Mr. H. M. 
Winearls, O.B.E., who is retiring after 31 years 
service at the Board of Trade. During his long 
career Mr. Winearls has been an appreciated 
Government official who has bad to deal with a 
large number of the members of the profession in 
the positions successively held by him including that 
of an Official Receiver in Companies Winding Up. 


The recent death of Mr. Justice Bailhache has 
removed from the Bench an able and painstaking 
judge. A sound lawyer who shunned publicity, his 
name was less known to the public than that of some 
of his colleagues. It is somewhat curious that 
widespread attention was directed to him through 
one of his last judgments in the matter of Lapish v. 
Braithwaite, which has created so much stir in 
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municipal circles and which will shortly come up for 
review before tlie Court of Appeal. 


In connection with the provision in the last 
Finance Act that receipts for wages are to be exempt 
from stamp duty. bankers are finding some difficulty 
where a cheque is drawn for wages for an amount 
exceeding £2 and tle receipt form on the back 
of the cheque is signed without any stamp being 
affixed. The cheque may be payable to an individual 
with no indication on the face of it that it is in respect 
of wages. In such circumstances the bank cannot 
tell what the cheque is for, and consequently cannot 
pass it without a receipt stamp. Banks are 
accordingly requesting their customers in cases 
where the receipt on the back of the cheque does 
not bear a stamp and the amount exceeds £2, to 
stamp the form of receipt with words to the 
following effect: ‘“ Receipt exempt from stamp 
duty under sect. 36 of the Finance Act, 1924.” This 
can readily be done by using a rubber stamp. 


Hitherto the date of registration of a company 
has been deemed to be the date on which the stamp 
duty was paid, although the certificate of registration 
was not issued until two or three days later, the 
interval being required for the examination of 
documents. Where questions have arisen as to the 
documents being in order the issue of the certificate 
has frequently been delayed for a much longer 
period, but nevertheless the date of payment of the 
fees has been regarded as the date of registration. 
The Somerset House authorities are now changing 
their practice in this matter, and for the future a 
company will he deemed to be registered on the 
actual date on which the certificate is issued. 


_ In filling in Gazette notices for the declaration of 
dividends in bankruptcy cases it is well for trustees 
to bear in mind that although the signature of the 
trustee appears at the bottom of the form his name 
will not appear in the Gazette unless he inserts his 
name as well as his address under the section of the 
form headed “ Where payable.’’ That this is so 
can be seen by an examination of the London 
Gazetie, where in nine cases out of ten the name of 
the trustee does not appear at all in the notices 
of declaration of dividends, but only his address. 
It may be urged that, as all the creditors have direct 
intimation from the trustee of the declaration of 
dividends, the omission of the trustee’s name from 
the Gazette notice is not material. The answer to 
this is that the Gazette notice as a whole is only 
useful to those who have not had a direct intimation. 


Further correspondence has appeared in the 
columns of the Times regarding the difficulties met 
with in filling up super tax returns and the 


inability of the public to appreciate the necessity of 
having separate returns for super tax and income 
tax. As regards the super tax, it is not surprising 
that the average taxpayer encounters difficulties in 
filling up his return, seeiug that the income which 
he has to account for is often derived from three 
different periods. Taking his 1924-25 return as an 
example, the profits of his business will be based on 
the average of the three years 1920, 1921 and 1922; 
his income from investments not taxed at tle source 
will be based on the year 1922; and his income 
from investments taxed at the source will be based 
on the year 1923. In compiling these figures there 
is ample opportunity for confusion. The contention 
is that the Special Commissioners who assess the 
super tax should not act as assessing Commissioners 
at all, but as a body for hearing appeals, and that 
the whole of the assessments both for income tax 
and super tax should be made by the General 
Commissioners. This was substantially what was 
recommended by the Royal Commission on Income 
Tax in 1920, but the recommendation has not so far 
been adopted, although the obstacles in the way are 
not very apparent and are, we believe, largely of a 
technical character. 


A recent case before the Courts has again raised 
the question of the power of a board of directors to 
sell the property of the company without consulting 
the shareholders. Purchasers of shares we fear 
seldom take the trouble to acquaint themselves with 
the contents of the Memorandum and Articles of 
Association of the company in which they are 
investing, and as the powers of the directors are 
governed by the provisions of these two documents 
the shareholders are naturally ignorant as to what 
the directors can or can not do without their authority. 
If the Memorandum of Association contains an 
authority for the company to sell and the Articles 
authorise the directors to exercise all the powers of 
the company not specially required to be exercised 
in general meeting, the directors can sell the 
company’s property without consulting the share- 
holders. It is not often that such a course is 
adopted, but if the shareholders wish to have the 
control in their own hands they must take care to see. 
that the Articles are not so framed that the directors 
have practically unlimited powers. 


In connection with the proposed loan to Germany 
under the Dawes scheme, it will be recollected that 


one of the provisions in the Experts’ plan was that 


the loan should be partly secured by bonds or 
debentures on German industries. In cases where 
debentures or bonds already exist in these under- 
takings the question will arise as to whether the 
bonds which are to secure the Government loan will 
take priority over them. This is specially important 
in view of the fact that credits are, we understand, 
being granted to some of these German undertakings 
by financial houses in this country in connection 
with shipping and other matters, and questions may 
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thus arise as to the relation between the German 
Government debentures and debentures issued to 
private lenders. 


A significant sign of the times is that in the 
current financial year the sales of National Savings 
Certificates show a very heavy drop as compared 
with the corresponding period of the preceding year. 
The total receipts to date amount to £12,900,000, as 
compared with the £24,650,000 last year. Another 
feature is that the withdrawals have been larger than 
the investments to the extent of £2,400,000, whereas 
in the preceding year the investments exceeded the 
withdrawals by £7,800,000. The recent increase in 
the price of the Certificates has no doubt something 
to do with this state of affairs, but it is not sufficient 
to account for it entirely, seeing that these Certificates 
still constitute the most remunerative outlet for the 
savings of the small capitalist. It would rather 
seem that trade depression must be having its effect, 
combined perhaps with a diminution of propaganda. 


The chairman of the London, Midland and Scottish 
Railway has issued a circular letter to the ordinary 
stock holders of the company, disclaiming any 
connection of the company with the London, Midland 
and Scottish Stock Conversion Trust which has 
invited stock holders to exchange their holdings for 
stock of the Trust Company. The chairman further 
points out that the board of the company does not 
approve of the proposals, but advises the stock 
holders to decline the offer for several reasons, 
amongst others that the Trust Company's preference 
stock can never rank as a trustee security; that 
the stocks to be issued will be less marketable ; 
that there will be a reduction of 4s. 6d. per cent. in 
the income; and that the stock holders at the same 
time will lose their voting power. In concluding his 
letter the chairman intimates that if at any time the 
board of the company should decide to split the 
stock they will take the necessary steps to obtain 
the authority of Parliament to do so, and in such a 
case the proprietors will not be asked to sacrifice any 
portion of their income nor to impair the marketability 
of their holdings. 


The Practical Aspect of some 
Recent Anditing Cases. 


Ir is considered that in many cases the practical 
aspect of legal decisions affecting accountants and 
auditors is often overlooked, particularly by students 
and the younger generation of accountants. This is 
especially so with regard to some points in connection 
with companies’ accounts, e.g., depreciation of assets. 


During their studies students are impressed first 
with the fact that depreciation is a loss for which 
provision must necessarily Be made if the accounts 
are to show the true and correct position, and 
subsequently, in considering such cases as Lee v. 
Neuchatel Asphalte*Gompany, the legal aspect in 
connection with depreciation appears to be essentially 
different. A general impression is therefore obtained 
that some legal and accountancy views are at 
variance, and, as a consequence, other legal decisions 
are looked upon with a certain amount of suspicion, 
and are considered as being of academic rather than 
of practical use. 

It must, of course, always be borne in mind that 
whilst an accountant or auditor looks at business 
transactions from the point of view of accurate 
record the lawyer is concerned with the legality of 
the matter, and is inclined to probe into the question 
of whether a company or individual can or cannot 
do a particular thing, irrespective of whether a 
certain line of conduct is a reasonable commercial 
course. This is particularly apparent in connection 
with the case referred to above, where from the legal 
decision it is clear that a company can distribute 
dividends (subject to its Articles of Association) 
without making good what is, legally, a capital loss, 
whilst from the accountancy point of view such 
a hard and fast division is not made between a 
capital and a revenue loss owing to the desirability 
of preventing profits from being utilised which 
cannot be conveniently or prudently distributed. 
It is necessary, therefore, in any consideration of 
such cases, to bear in mind this essentially different 
outlook, although recognising that in many instances 
the decisions take into account commercial practice 
as well as statute or case law. 

The recent case of Stapley v. Read Brothers, 
Limited, is perhaps a case in point. The position 
was originally that the company’s balance-sheet 
contained an item of £140,000 for goodwill. 
The whole of this amount had been written off 
from time to time either out of profits or out of a 
reserve fund which had itself been built up out 
of profits. As a side issue, a capital benus of 
£40,000 had been distributed by the company 
during 1920, provided partly out of the existing 
reserve and partly out of profits. During 1921 and 
1922 a trading loss had been suffered, amounting 
to, approximately, £20,500, but in 1923 profits were 
earned to the extent of £18,000, and the directors 
proposed that out of these profits the current year's 
dividend on the preference shares, together with the 
arrears for 1921 and 1922, should be paid. It was 
recommended also that, to enable the trading loss 
of 1921 and 1922 to be eliminated, goodwill should 
be re-raised to the extent of £40,000, and this figure 
written back to the reserve, out of which the goodwill 
had been previously written off. It was decided 
that (1) following the rule in Ammonia Soda 
Company v. Chamberlain, a profit and loss account 
was an account for the period concerned and not 
& running account, and (2) the company could not be 
restrained from paying the three years’ dividends 
(chiefly on the grounds that the shareholders, in 
adopting the directors’ reports in the past as to the 
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writing down of goodwill, had not bound themselves 
to forego the profits so used or to permanently 
capitalise them). 

This case is clearly closely allied to that of 
Ammonia Soda Company v. Chamberlain, and a 
short statement of the facts in that case will not 
be out of place. Here the directors considered that 
the value of the company’s land was materially 
greater than appeared in the books, owing to the 
existence of a bed of rock salt which had been 
discovered. The directors, after a re-valuation 
which showed an increase of, approximately, £80,000 
in the value of their land, decided to write up this 
asset by about £20,000, and to utilise a part of the 
reserve so created in writing off an existing debit 
balance on profit and loss account. Subsequently 
when profits were made the directors proposed to 
declare a dividend thereout, and it was sought 
to restrain them from this procedure on the ground 
that, although the previous debit on profit and loss 
account had been written off, such writing off was 
merely a book entry which should be written back 
before the ascertainment of divisible profits, and 
that accordingly the actual profits made should 
be utilised for writing off this debit balance on 
profit and loss account. It was decided, first, that 
the profit and loss account was not a running 
account, and, secondly, that the company was not 
necessarily acting illegally if they distributed current 
profits without making good a previous debit balance 
on profit and loss account. 

Referring now to Stapley v. Read Brothers, 
Limited, it should be noted that the goodwill had 
been written off against revenue profits, and not 
against profits derived from any other source, but 
it is apparent from the earning capacity of the 
business that goodwill existed, and that the total 
elimination of the goodwill created a secret reserve. 
The £40,000 which the directors sought to bring 
into account again was admitted by all parties to be 
a reasonable valuation of the then existing goodwill, 
and, although the Judge decided that the profit 
could be distributed, he did so largely-on the 
ground that the shareholders had not permanently 
capitalised the profits. It would appear, from an 
accountancy point of view, that the adjustment of 
the accounts proposed was not an unsound financial 
policy, even though it involved the creation of an 
- asset by a book entry. Particularly is this apparent 
if some other fixed asset is considered. If a 
company purchased plant and machinery to the 
value of, say, £50,000 and decided to write down 
this asset to scrap value within an estimated life of 
ten years, at the end of that period the asset would 
appear in the books at the scrap value. It might 
then be ascertained that the period of ten years 
was too short, and that the plant had still a 
definite value to the business. It is submitted 
that if in the eleventh year a trading loss had been 
suffered the company would be justified in re-valuing 
its plant and bringing into the profit and loss 
account the amount of excessive depreciation which 
had been written off in the previous ten years. 
Depreciation of this asset had been calculated by 
way of an estimate, and if it was found subsequently 


that the estimate was wrong, it is reasonable that 
the shareholders should not be penalised or prevented 
from receiving a dividend out of profits which would 
conceivably have been retained in the business in 
some other form. These profits had been realised 
but had been incorrectly charged with a loss which 
had not been suffered in fact. The practical aspect, 
therefore, in this case appears to be that if, after the 
whole of the circumstances have been taken into 
consideration, it can be shown that in fact the 
revenue of past years has been unduly penalised, 
such an adjustment in the accounts is permissible so 
that the effect is precisely the same as if, instead of 
actually writing down the asset, a reserve had been 
built up and maintained on the liabilities side of the 
balance-sheet. The necessity for prudence in dealing 
with such adjustments cannot be too strongly urged, 
but that such adjustments may be permissible in 
certain circumstances can hardly be contested. 

In the Ammonia Soda Company case the 
position was materially different. The decision was 
given upon the fact that the balance-sheet showed 
clearly that the debit balance on profit and loss 
account was in fact a loss of capital, and this being 
established, the precedent laid down in previous 
cases was followed, viz, that a capital loss need not 
be charged against a revenue profit before distributing 
such revenue profit. It is important in considering 
this case to bear in mind the fact that the 
distribution of the revenue profit was authorised, 
not because the debit balance on profit and loss 
account had been written off in the books against a 
reserve, but because the debit balance on profit and 
loss account was itself considered to be a capital 
loss. Here, therefore, is a case of less practical 
application from an accountancy or an auditing 
point of view since it is obviously prudent that a loss 
arising out of trading should be considered as being 
an item which should be written off against 
subsequent revenue profits. It is, however, clear 
that the effective capital is reduced by the losses on 
trading and that it is with this reduced capital 
that the subsequent profit is actually earned, and 
although in the case of the accounts of a sole trader 
or partnership such a loss would habitually be 
written off against the capital accounts of the 


proprietors, such a procedure is not normally 


resorted to in the case of limited companies. The 
accountant, in such circumstances, would much 
prefer that the loss appearing on tlie revenue 
account should be eliminated by means of a scheme 
for reduction of capital, and if this were done there 
would be no question whatever that subsequent 
revenue profits could be distributed. It is, however, 
very questionable whether, without such an “ official’ 


reduction of capital, the position is really changed, © 


except that in the former case the loss disappears 
from the balance-sheet, whilst in the latter case 
it remains as an open balance in the accounts. 
From this point of view, therefore, where capital 
is in fact lost, although it may not have been 
written off in the accounts, it is nevertheless 
practically effective, and from an accountancy, as 
well as from the legal point of view, a subsequent 
distribution of revenue profits may be justified. 
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Operation of Reserbe Funds. 


Tue disposition of reserves is a matter which is 
surrounded by considerable haziness, particularly 


‘amongst the non-professional business community. 


This is probably due, to some extent, to the 
differences of opinion which exist between the 
authorities as to what constitute ‘ reserves,” 
‘*reserve accounts’ and “‘ reserve funds’’ respectively. 
In the absence of agreement upon these distinctions 
it is not surprising that the commercial mind 
contents itself with the single term ‘‘ reserve fund ”’ 
to denote all reserves. It is likewise natural that 
there should be a tendency to create reserve accounts 
and to dispose of them lightly and with what appears 
to be a lack of regard for the principles governing 
them. An added difficulty presents itself in the 
form of the secret reserve, regarding which it can 
scarcely be said that there are any defined principles 
beyond the regulation expressed in the case of 
Newton vy. Birmingham Small Arms Company, 
Limited (1906), to the effect that secret reserves 
might be created, but that the auditor could 
not be restrained from reporting upon them to the 
shareholders. The difficulty of the secret reserve 
lies in its intrusion into the deliberations of boards 
of directors upon ordinary reserves. The director 
does not find it practicable to alienate the “ cellar” 
reserve—to give it the picturesque term applied to it 
by the chairman of an important group—from the 
published reserves, and there seems no reason 
why the accountant should not consider-all classes 
simultaneously. 

To the accountant the importance of an intimate 
knowledge of the principles affecting reserves and 
their application can scarcely be overestimated. 
The matter is one upon which he is certain to be 
consulted whenever the directors of the companies 
with which he is associated are faced with the 
disposition or utilisation of reserves. It will generally 
be found convenient to distinguish the operation 
of reserves as they affect a company during its 
prosperous periods and their operation during the 
period preparatory to liquidation or capital reduction 
and reconstruction. The inclusion in the Articles of 
Association of clauses relating to reserves is a practice 
which might well be recommended, as specific’articles 
serve to minimise any subsequent dissension and 
litigation. It must not be thought, however, that 
companies registered without Articles dealing with 
reserves are debarred from setting profits aside and 
building up reserve funds. Unless there is a provision 
to the contrary, the directors of the company may 
build up a fund in the manner which seems to them 
most beneficial to the general body of shareholders. 
They are not subject to any restrictions beyond 
the usual obligations which require them to refrain 
from injuring the rights of the different classes of 
shareholders. The funds representing the reserve 
may be used either in the company’s business or in 
the purchase of outside investments. The outside 
securities need not—as was once contended—be 
trustee investments. The answer to any such 
contention, if encountered by a voard of directors, 


is to be found in the case of Burland v. Earle 
((1902) App. Cases, 95). Before recommending 
the allocation of profits to reserve in the case of 
companies whose articles are silent on the matter, 
care must be taken to ascertain that there are no 
articles implying prohibition of the step. It is not 
always necessary that there should be an expressed 
prohibition. Many companies are governed by 
articles which require the distribution of the profit 
in stated proportions between various classes of 
shareholders. Such provisions have been held to 
imply that none of the profit can be carried to reserve 
(R. Paterson & Sons v. Paterson (1916)). Another 
type of prohibiting article which must be respected 
is the one which permits the placing of a stated 
proportion of profit to reserve. This permission 
contains an implied prohibition against the allocation 
of profits to reserve in excess of the stated amount. 
Attempts to ignore this implied prohibition, as in the 
case of Evling v. Israel & Oppenheimer, Limited 
(1918), have been held illegal. 

Turning to the cases in which there is no specific 
or implied prohibition against the creation of a 
reserve it will be found that no difficulty arises 
except in the matter of preferred rights of a 
particular class of shareholders. The placing of 
profits to reserve may possibly result in harshness to 
the holders of preference shares, particularly when 
the dividends upon their shares are non-cumulative. 
Non-cumulative preference shares are often subject 
to Articles which debar them from participation in 
profits until the directors have declared a dividend. 
The allocation of all available profit to reserve in 
those cases will therefore deprive the preference 
holders of their dividend and benefit the ordinary 
shareholders. An instance of this deprivation is to 
be found in the case of Crichton'’s Oil Company 
(1901), which laid down that undivided profits 
merge in the assets on winding up, and that rights 
to dividend which depend on declaration by the 
directors are lost as soon as the board is deprived of 
the power to declare. This possibility, which may 
appear to be harsh to non-cumulative preference 
shareholders, should be borne in mind in any 
disposition of reserves. Each case must necessarily 
depend upon the particular circumstances surrounding 
it, close regard being paid to the advice of Lord 
Cranworth in Henry v. Great Northern Railway 
(1857), viz, “The directors’ duty is to fix the fund with 
reference to the general interests of all classes of 
shareholders and not to favour any one class at the 
expense of the other.” If this rule is followed 
carefully, then the interests of the non-curulative 
preference shareholders will be fairly protected. 

The holder of the cumulative preference share is 
not in the same danger of losing his interests. The 
fact that profits are placed to reserve does not alter 
their character in the slightest. They remain 
profits and they belong to the shareholders in the 
proportions which held good before the creation of 
the fund. If, therefore, it has been deemed 
necessary to create a reserve by depriving preferred 
shareholders of their cumulative dividends they are 
éntitled to first claim upon the reserve as soon as it 
is decided to divide it amongst the members. They 
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are not entitled to claim for any amount beyond the 
arrears of dividend upon their shares unless there are 
exceptional circumstances as, for example, in the 
case of shares carrying rights to additional 
participation after the payment of a stated dividend 
to the ordinary shareholders. Subject to any 
unusual clauses of the nature of the foregoing, the 
reserve fund belongs to the ordinary shareholders as 
soon as cumulative preference arrears have been 
satisfied. 

The treatment of reserves in liquidations and 
capital reduction schemes is not an involved matter. 
If a deficiency results in a liquidation then the 
balance of assets represented by the reserve forms 
part of the funds available for the creditors. If the 
creditors are satisfied then the contributories are 
repaid in accordance with their rights. A preference 
as to capital as well as to dividend must be supported 
by the Memorandum and Articles of Association. 
Assuming that it is so supported, then the 
preference holders are next satisfied in full. The 
ordinary shareholders are then entitled to the 
proportion represented by their shares and also to 
any surplus remaining over which constitutes, in 
effect, the reserve fund built up by the company. 
This right of the ordinary shareholder to the final 
reserve or surplus is the only point upon which 
difficulty is likely to arise. The preference share- 
holder may lodge a claim to participate, but it is 
clearly laid down in the case of the National Telephone 
Company (1913) that he has no right in the 
distribution beyond his capital and any arrears of 
cumulative dividend. Capital reduction schemes do 
not now offer any serious problem. At one time it 
was held that the loss with which a scheme seeks to 
deal should be apportioned between capital and reserve 
(Hoare & Co., 1904). This rule subsequently lost 
force by reason of the decision in Poole v. National 
Bank of China (1907), which provides that capital 
may now be reduced without proving that it is lost. 
The existence of a reserve is therefore no bar to the 
reduction which may proceed without necessarily 
disturbing the rights of members entitled to the 
accumulated profits. 

The creation of secret reserves is, of course, a 
matter upon which it is advisable to proceed warily. 
The accountant who is called upon to give advice as 
to the disposition of reserves is generally faced with 
the problem in some form or other. It is a 
matter which boards of directors often regard as 
inseparable from the whole question of undivided 
profits. In the first place one may proceed with the 
knowledge that the creation of a secret reserve 
carries with it the legal recognition that it is 

-unobjectionable in itself. The decision in the case 
of Newton v. Birmingham Small Arms Company, 
Limited, to which reference has been made above, 
places this sanction beyond dispute. It will be 
appreciated, however, that the particular circum- 
stances of any proposal must always receive greater 
weight than the bare legality of a principle. In 
considering any suggestions concerning secret 


' reserves it will therefore be well to bear the rules 


relating to published reserves constantly in mind. 
By following this course the accountant will be 


guided by the dominant factor that any harshness 
to a class of shareholders is the chief danger to be 
avoided. His duty in the matter will be less likely 
to be fraught with danger, and he will be able to 
impress the fact that he cannot be restrained from 
disclosing the existence of the reserve whenever 
there is a likelihood that his advice is being ignored 
or over-ridden. 


Society of on Accountants and 
Auditors. 


MEMBERSHIP. 

The following additions to the Membership of the Society 

have been completed since our last issue :— 
ASSOCIATES. 

Cuick, Frank Oaks, Clerk to Watkinson Roberts & Co., 
. een Chambers, 31/34, Basinghall Street, London, 

Havpert, Epwiy Wim, Clerk to Akenhead & Davies, 
10/12, Bank Buildings, 98, St. Mary Street, Cardiff. 

Hanps, Kennetn Cuarites Mysuren, Clerk to Hands & Shore, 
108, St. George's Street, Cape Town, South Africa. 

Picken, ANpREw, Clerk to Spicer & Pegler, Bartlett House, 
9, Basinghall Street, London, E.C. 

Semp.ze, Ropert, Clerk to W. B. Peat & Co., 11, Ironmonger 

. Lane, London, E.C. 

Vincent, Hersert Harry, Registry of Friendly Societies, 
17, North Audley Street, London, W. 

WapswortH, Bernarp, Clerk to Fred Hargreaves & Co , Bow 
Chambers, 55, Cross Street, Manchester. 

Waker, Frepertck Witiurm Barn, Clerk to Chalmeis, 
Wade & Co., 24, Coleman Street, London, E.C. 


Incorporated Accountants’ Students’ 
Society of London. 


Syllabus of Lectures and Discussions. 
The following are the arrangements for the Autumn Session :— 


1924. 

Oct. 7th. Lecture, ‘‘Share Capital of a Public Limited 
Company,’’ by Mr. Robert Ashworth, A.C.A., 
Incorporated Accountant. Chairman: Mr. F.C. 
Harper, President of the Society. 

Lecture, ‘‘ Residence, Foreign Residents, and the 
Income Tax,’’ by Mr. C. J. G. Hughes, LL.B., 
A.C.A. Chairman: Mr. E. Furnival Jones, 
A.C.A., Incorporated Accountant. 


Oct. 14th. 


by Mr. C. A. Sales, LL.B., Incorporated 
Accountant. Chairman: Sir Basil E. Mayhew, 
K.B.E., F.C.A. 

Lecture, ‘‘ Legacies and Legacy Duty,’’ by 
Mr. E. W. James, Incorporated Accountant. 
Chairman: Mr. F. W.>tephens, Vice-President 
of the Society. 

Lecture, ‘‘ Some Practical Notes on Bankruptcy,”’ 


Oct. 28th. 


Nov. 19th. 


Chairman: Mr. E. 
Accountant. 

Lecture, ‘‘ What are Profits?’’ by Mr. R. F. 
Silvester, Incorporated Accountant. Chairman: 
Mr. Walter Holman, Incorporated Accountant. 

Dec. 2nd. Lecture, ‘‘ Points arising in the completion of 

an Audit,”’ by Mr. L. H. Graves, Incorporated 
Accountant. Chairman: Mr. Henry Morgan, 
Incorporated Accountant. 


All the meetings are to be held at Cordwainers’ Hal), 
No. 7, Cannon Streei, London, E.C. 


Baldry, Incorporated 
Nov. 25th. 


Oct. 22nd. Lecture, ‘‘Some Notes on Banking Law,” — 


by Mr. D. Mahony, Incorporated Accountant. . 
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AMERICAN INSTITUTE OF ACCOUNTANTS. 


Twentieth Anniversary Meeting at St. Louis. 


The twentieth anniversary meeting of the American Institute 
of Accountants was held at St. Louis, on September 15th to 
18th, under the presidency of Mr. -Edward E. Gofe, C.P.A., 
Chicago, who was supported by Mr. John B. Niven, C.A., 
C.P.A., New Jersey, President-elect, and Mr. A. P. Richardson, 
New York, Secretary. 

Special invitations had been extended to and accepted by 
the Institute of Chartered Accountants in England and Wales, 
which was represented by Mr. G. R. Freeman, F.C.A., Vice- 
President; the Society of Incorporated Accountants and 
Auditors of England, which was represented by Mr. Alexander 
Adnett Garrett, B.Sc., Secretary; the Chartered Accountants 
of Scotland, who were represented by Mr. R. G. Simpson, 
C.A., Edinburgh; the Dominion Association of Chartered 
Accountants, Canada, represented by Mr. James B. Sutherland, 
C.A., Calgary. 

A number of gentlemen were present who had also taken 
part in the first meeting of the Institute, held in St. Louis in 
1904, at the time of the World’s Fair. Expressions of regret 
at inability to be present were read from Mr. Francis W. 
Pixley, F.C.A., and Sir James Martin, F.S.A.A., who were 
present at the first meeting, and who sent their cordial good 
wishes to the twentieth anniversary gathering. Mr. Garrett 
also referred to the fact that the President of the Society, 
Mr. George Stanhope Pitt, F.S.A.A., was prevented from being 
present. Among others present were Mr. E. G. Shorrock, 
F.S.A.A., C.P.A., Seattle, and Mr. 8S. A. Pyne, A.S.A.A., 
Chicago. 

The Conference opened with an invocation by the Rev. 
Edmund Duckworth, which was followed by an address of 
welcome by Mayor Kiel, of St. Louis. The President, 
Mr. Gore, formally introduced the representatives of the 
British and Canadian societies, who were presented individually 
and given a cordial reception by acclamation. Each of the 
representatives addressed the meeting. 


Mr. G. R. Freeman said he was particularly glad to be 
there both as representing the Engiish Institute and also 
because he was born in Winnipeg, Canada. He had therefore 
special personal associations with the English speaking people 
in the American continent. 


Mr. A. A. Garretr conveyed a special message of greeting 
from his Society, from the President and Sir James Martin, 
and referred to the fact that many gentlemen present in 1904 
had referred personally in happy terms to their recollection 
of the former visit of Sir James Martin and Lady Martin to 
their first meeting. The Society in England had watched 
with interest the expansion and growth of the American 
Institute, along with the development of the United States 
of America, and he was glad to state there had been likewise 
great progress in the profession under somewhat different 
conditions in Great Britain. He was glad of such opportunities 
as these when members of the profession in the English 
speaking world could meet together for mutual consultation 
and personal association. He wished the Conference every 
success and the American Institute all prosperity in the years 
ahead. 


Mr. R. G. Smpson and Mr. James B. SurHERLAND associated 
themselves in the expression of thanks for the welcome given 
to representatives of British societies, and referred to the close 
association of the accountancy profession in Scotland with 
the profession in the United States and Canada. 


After the transaction of formal business, Mr. Festus J. 
Wane, President of the Mercantile Trust Company, St. Louis, 
delivered an address on ‘‘ The Value of Public Accountants 
to Financial Institutions.” in the course of which he paid 
tribute to the debt which the banking and financial world 
owed to the accountancy profession, especially in recent 
years. He was convinced of the value of the certificates 
of the American Institute, and of the Certified Public 
Accountants of the United States in this important work. 


In the course of his Presidential Address Mr. Gore referred 
to the regulations of the United States Treasury as regards 
the qualifications of those persons who should have the right 


to appear before the United States Board of Tax Appeals, a 
body recently constituted to act as a supreme tribunal in tax 
appeals throughout the Union. He defended the stand taken 
by the Institute that the standard of qualifications, so far as 
accountants were concerned, should be that adopted by the 
Institute, which concerned itself with experience, training and 
examination of those whom it admitted to membership. He 
considered that the suggested restriction of such functions 
to Certified Public Accountants, irrespective of membership of 
the Institute, would be to take a narrow view and would 
exclude a number of the most highly qualified practitioners of 
the country. Incidentally this action would preserve the 
locus standi of a considerable number of accountants holding 
British qualifications and membership of the American 
Institute who carried on practice in the United States. At 
the same time he was assured the Board of Appeal were not 
prepared to recognise various classes of persons who could 
not prove their qualifications. ‘The meeting unanimously 
endorsed the action of the Council. ° 

An entertaining session was provided by a_ burlesque 
representing the settlement of a balance-sheet between clients 
and auditors, which showed a fine sense of humour and was 
appreciated by all the members present. 

On the second day the relation of the American Institute 
towards matters of public interest was dealt with by 
Mr. Homer 8. Pace, C.P.A., New York, who, in the course 
of an able address, showed a keen appreciation of the relation 
of the profession of accountancy to the economic and public 
life of the United States. The meeting supported a proposal 
for the maintenance of a bureau of public affairs for carrying 
on this work, the expenses of which were to be met by 
voluntary contributions from members. 

An address was delivered by Mr. Charles Saville, of the 
Dallas (Texas) Chamber of Commerce, on the Accountancy 
Profession and the Chamber of Commerce Movement in the 
United States. He urged the value of close association between 
the American Institute and the Chambers of Commerce of the 
United States in all centres throughout the country. 
Reference was made to the fact that a similar valuable 
association had been established in Great Britain between 
the accountancy profession and the Chambers of Commerce. 

The other items in the programme comprised the following 
papers :— 

‘* The Fetish of the Calendar Year as a Fiscal Year,’’ 
led by Mr. Gladstone Cherry, C.P.A. 

‘*Tax Appeals,’? by Mr. C. D. Hamel (Washington), 
chairman of United States Board of ‘Tax Appeals. 

‘* University Accounting Courses,’’ by Professor J. O. 
McKinsey, University of Chicago. 

The proceedings closed with a dinner given at the Hotel 
Chase on the evening of the 17th, the chair being occupied by 
the retiring President, Mr. Gore. 

The Cuarran proposed the toast of ‘‘ The President of the 
United States’? and of ‘‘H.M. King George V.” This was 
followed by the toast of ‘‘ The British Societies of Accountants 
and the Canadian Societies of Accountants.’’ to which suitable 
responses were made by the representatives present, who 
were given a most cordial reception. They expressed their 
thanks for the hospitality and kindness they had received, 
and said they would take with them a happy recollection of 
their visit. 

Among the other speakers at the banquet were Mayor 
Henry A. Kiel, of St. Louis; Mr. W. G. Gepbart, Vice- 
President of the First National Bank in St. Louis, Mo. 

The Presmwpent, at the close of the dinner, spoke in 
enthusiastic terms of the relations of British and American 
accountancy, which he regarded as a happy augury of the 
goodwill subsisting between the British and American peoples. 
He hoped they would have the pleasure of entertaining 
British representatives on some future occasion. 

At the conclusion of the dinner a dance was held, and other . 
social items of entertainment were given during the course of 
the evening. 

Through the kind hospitality of the Reception Committee, 
members and guests were entertained at the country clubs in 
the vicinity and also at a theatre party. — 

The arrangements were in the hands of a local Reeeption 
Committee, consisting of Mr. David L. Grey, C.A., C.P.A., 
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of St. Louis; Mr. Frederic A. Smith, C.P.A., Kansas City ; 
and Mr. Victor H. Stempf, St. Louis, in co-operation with the 
President of the Institute, Mr. Gore, and the Secretary, 
Mr. A. P. Richardson. 


During the course of the proceedings on the second day, 
Colonel Arthur H. Carter, of Messrs. Haskins & Sells, 
New York, presented to the Institute, on behalf of his firm 
and the relatives, a portrait in oils of the late Mr. Elijah Watts 
Sells, one of the founders of the Institute. Mr. Gore, in 
accepting the gift, to be hung in the Institute’s building, 
referred to the devotion of Mr. Sells to his profession, and to 
the qualities and character which had endeared him to a 
wide circle of friends in the United States and in England. 


Correspondence. 


**SWEET USES OF ADVERTISEMENT.” 
To the Editors Incorporated Accountants’ Journal. 

Sirs,—May I shed a little ray of brightness upon one page 
of the next issue of the Journal by supplying you with a few 
extracts from a statement which has come into my possession 
recently, wherein is printed a series of testimonials and 
references in support of the claims of an Indian gentleman, 
this statement being apparently freely circulated as an 
inducement to auditing business. I will call the gentleman 
‘*Ramjam Puttee.”” His friends and supporters rally round 
him in the following strains :— 

‘‘Ramjam Pattee on our request compiled our accounts 
and made valuable suggestions and improvements in our 
old accounting system and organised it to the best of our 
taste. Our auditors remarked for him to be the best 
compiler of accounts. . . . I wish him all success in 
his noble achievement.—(Sd.) A.B.C., Secretary, Trading 
Company.” 

The chairman of a cotton company ventures as far as 
this: ‘‘ I have had no complaint regarding his work.”’ 

A gentleman described as a ‘‘ Merchant Prince of ——, the 
proprietor of a well known estate,” commends Mr. Ramjam 
Puttee to a bank agent in this wise: ‘‘ He is related to me 
and comes of a respectable family.” 

Another gentleman who seems to be possessed of many virtues 
and not a few positions of importance in commerce adds his 
contribution thus: ‘‘I am in receipt of your able letter . . . 
your work is excellent and I appreciate it, with love.” 

Finally, the managing director of a native bank prophesies 
in an excelsior strain by writing: ‘‘I am in receipt of your 
able and excellent letter and am glad to find you have your 
noble aspirations and ambitions and hope you are a promising 
young man and will surely rise very soon.” 

So may we all, I hope, share in this view. 

At the end of the document, however, appears this 
footnote :— 

‘*N.B.—Many more references from England are not 
included, some having not nm received and sume for 
want of space. Eminent personages can further be 
referred if need be.” 


I need not say that difficulties in a strange language, 
whilst amusing, can and should always be regarded in a 
genial and kindly spirit. I should not wish to be lacking in 
good taste by making too much of the queer English we see 
in these quotations. My object is mainly to indicate the sweet 
uses which can be made of advertisement in an undisciplined 
profession. 

Yours faithfully, 

London, Leviry. 


September, 1924. 


' It is with pleasure that we announce the election of 
Mr. Thomas Mansfield Wadley, Incorporated Accountant, as 
Mayor of the Borough of Durban, Natal. 


Che Crustee in Relation to the 
Property of the Bankrupt. 


A Lecture delivered by 


Mr. C. A. SALES, LL.B., 
INCORPORATED ACCOUNTANT. 


Mr. Saxes said: In dealing with this subject I think it 
desirable to take a somewhat wider interpretation than that 
which might be inferred from the title, since various 
complications frequently arise in connection with the claims 
of third parties. 

The subject therefore lends itself to a classification under 
the five following heads :— 


(1) The property of the bankrupt actually passing to 
the trustee. 


(2) The property of the bankrupt over which the 
bankrupt has no control. 

(3) The property of third parties which may be claimed 
by the trustee. 

(4) The property of third parties in the possession of 
the bankrupt, but not passing to the trustee. 


(5) The claims of third parties over the property of the 
bankrupt. 


Tue Property oF THE BANKRUPT PASSING TO THE TRUSTEE. 

The bankruptcy laws naturally intend that all the debtor’s 
property should be available for the benefit of his creditors, 
and in fact the Act provides that the property belonging to the 
bankrupt as at the commencement of the bankruptcy or 
acquired by him before his discharge shall vest in the trustee 
for the purpose of distribution amongst the bankrupt’s 
creditors. All departures from this general rule, therefore, 
must be regarded as in the nature of exceptions. 


‘By the term ‘property’? we must include ‘rights of 
action,’”’ but here we meet our first exception, since rights 
of action for personal tort do not depart from the bankrupt 
and he would be entitled to any benefits resulting therefrom. 


The term “property” also is not exclusively confined to 
actual possessions, but is extended to include income where 
such income is of a fixed nature and can be attached by the 
trustee in the ordinary course of his duties. Income of an 
uncertain nature cannot be so treated and can only be brought 
into account where circumstances will justify the Court in 
granting a discharge subject to conditions. 


Since the property would pass to the trustee as at the 
commencement of the bankruptcy, it would be his duty to 
ascertain whether the property has been dealt with in any 
way prior to his taking possession, and consequently he 
should inquire into all acts of the bankrupt with a view 
to disclosing any fraudulent conveyances or fraudulent 
preferences. Although in the former case the trustees could 
go back to a period antecedent to the commencement of the 
bankruptcy, he could not follow the property and recover it if 
it had been alienated for valuable consideration by the person 
who had originally received it from the bankrupt; but if it 
can be proved that the conveyance has been made at or 
subsequent to the commencement of the bankruptcy, it can be 
followed and recovered. (In re Gunsbourg ; ex parte Trustee 
(C.A.; 36 T.L.R., 485).) 


Sect. 47 of the Act enables the bankrupt to give a good 
title to property acquired after his adjudication, but before his 
discharge, and this presumably even though the purchaser of 
such property were aware of the state of bankruptcy. The 
1914 Act did not take away the protection afforded to 
cognisant third parties as laid down in Cohen vy. Mitchell 
((1890) 25 Q.B.D., 262), and inferentially, therefore, this 
decision would still be applicable. It will be noted that a 
good title can be given even in respect to realty, but it must 
not be thought that merely because the section affords 
protection to a purchaser of property from the bankrupt, the 


latter will not be called upon to account to the trustee for the 
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proceeds nor be immune from prosecution. He has committed 
a misdemeanour by alienating property which really belongs 
to his creditors, and would be liable, upon conviction, to two 
years’ hard labour. 


A question sometimes arises as to why the Act makes 
provision for the alienation of property only after adjudication. 
The interpretation of this restriction is that prior to 
adjudigation the property has not legally passed from the 
bankrupt, and, although he will be liable to prosecution if he 
alienates property between the receiving order and the 
adjudication, no special provision is necessary to protect third 
parties since he is able, in the circumstances, to give a good 
title. At adjudication the property vests in the trustees, and 
special provision in the Act as indicated above is therefore 
necessary. 

The discharge of the bankrupt frees him from all liability 
in respect of debts provable in the bankruptcy, but in certain 
circumstances the Court could grant the discharge conditionally 
on his setting aside some portion of his future income or 
property, afterwards acquired, for the benefit of his creditors. 
This usually takes the form of judgment being entered up 
against the bankrupt for a specified amount, which, if not 
satisfied in accordance with the conditions laid down, would 
involve the revocation of the discharge. 


The trustee has power to obtain an action for discovery in 
those circumstances where it is believed that the bankrupt, or 
some person intimately associated with him, has withheld 
property or has knowledge of the existence of property which 
should be available for the benefit of the creditors. Search 
warrants may also be obtained and an order for the 
re-direction of the debtor’s letters with a view inter alia to 
securing information which might lead to the closure of the 
property in question. 

A very important provision is introduced dealing with 
transactions carried out by the bankrupt prior to the receiving 
order. It must be obvious that business dealings cannot 
conveniently cease merely because a person has committed an 
act of bankruptcy, or even where a petition bas been presented 
against him. The receiving order is the first definite act 
setting the bankruptcy machinery in motion, and therefore 
transactions carried out prior to such order will be protected 
in certain circumstances. Transfers of property will only be 
so protected if made for valuable consideration; they would 
otherwise be of the nature of fraudulent conveyances, and 
challenged by the trustee. Business dealings will be protected 
if completed before the receiving order and without notice by 
the other parties of the commission of an available act of 
bankruptcy. Since this latter provision would operate 
detrimentally to persons who may make payments to a trustee 
under a deed of arrangement, which is generally an act of 
bankruptcy, the knowledge of such an available act is altered 
to knowledge of the presentation of a petition. This enables 
the operation of the deed to be free from this unnecessary 


complication. 


Tue Property or THE BANKRUPT OVER WHICH THE TRUSTEE 
Has NO CoNTROL. 


Such property is of a relatively insignificant character. 
[It must be recognised that the bankrupt and his family 
must be suitably clothed and lodged, and consequently the 
tools of his trade and clothing and bedding for himself, wife 
and family, up to an aggregate amount of £20, must not be 
seized by the trustee for the payment of debts. 


As indicated above also, rights of action for personal tort 
do not pass to the trustee. 


A third exception is in relation to property over which the 
bankrupt was himself a trustee, and the exception is necessary 
since the legal estate would be vested in the bankrupt, and 
if no provision had been made for the exclusion of this 
property it would automatically pass under the general law 
to his trustee, and be available for the benefit of his own 
creditors. It is obvious, therefore, that the beneficiaries 
under the trust must be afforded suitable protection against 
the insolvency of their trustee. 


In the case of quasi trusts, where the legal title does, 


not so vest, provision is made for any claims to rank as 
pre-preferential. 


Tue Property or Tuirp Parties PASSING TO THE TRUSTEE. 


Probably the most important provision to be included under 
this heading is the operation of the Order and Disposition 
Clause, whereby goods which are in the bankrupt's possession 
in circumstances which would enable him to obtain credit 
on the strength of such possession, the goods being at the 
time in his sole order and disposition, and with the consent 
of the true owner, pass to the trustee as if the sale had 
actually been effected. The true owner can of course prove 
in the bankruptcy in the same way as if he had been an 
unpaid seller and would only be able to obtain possession 
of the goods themselves provided that he had made a 
bona fide claim for them before the receiving order and 
without knowledge of an available act of bankruptcy, or that 
the goods themselves were of such a character that by the 
operation of some well known custom they could not be 
regarded as the property of the debtor. The onus of proof 
of the custom will of course lie on the owner. It must be 
clearly understood that this clause will only apply to the 
debtor’s trade or business, and that goods in his possession in 
his private capacity will pass to the trustee without question 
unless a claim is made either under a bill of sale, a hire 
purchase agreement, or by some person who can prove that 
he is the actual owner. In the case of a bill of sale, provided 
that the document itself is valid and registration is complete, 
the trustee must release the goods. This principle also 
applies in the case of a hire purchase agreement, since the 
trustee acquires no better title to the goods than the debtor 
himself had, and the property itself would not pass until the 
payment of the final instalment. The trustee can, however, 
elect to complete the contract by the payment of the agreed 
instalments, or he may assign his interest to another, who 
would continue to pay the instalments as and whem they 
became due and ultimately become the owner of the goods. 

In some cases claims may be made by members of the 
debtor's family, or persons residing in the same house, in 
respect of goods which have been seized by the trustee. The 
trustee must release those goods on proof of ownership, but is 
protected from liability should he deal with them in good faith. 

The trustee is not only able to take under review the 
actions of the debtor as from the commencement of the 
bankruptcy, but can also challenge voluntary settlements 
which have been made during the previous ten years. If such 
settlements have been effected within two years of the 
commencement of the bankruptcy, and the property still 
remains in the hands of the settlee, such property can be 
claimed by the trustee. Although many such settlements 
are made with a perfectly bond fide object, the reverse has to 
be considered, and many arrangements have been effected 
whereby the settlee is only regarded as a temporary custodian, 
the property to be returned to the bankrupt when it is safe 
todoso. This would seem to be the underlying motive for 
the power given to the trustee to claim such property 
within the prescribed period. If the settlement has been 
made more than two years before the commencement, but 
within a further eight years, the trustee can claim such 
property unless the settlee can prove that it passed entirely 
to him or her and that the settlor was solvent without the 
aid of such property. 

An extension of this provision has been effected in the 
case of ante-nuptial agreements to settle. Ante-nuptial 
settlements themselves cannot be challenged, as they are 
made in consideration of marriage, which is regarded as 
valuable consideration from a legal point of view. Agreements 
to settle property which may be subsequently acquired may, 
however, be made with a view to depriving the creditors, at an 
opportune time, of property to which they should be entitled. 
Consequently, unless the actua! settlement in conformity with 
the agreement has been made more than two years before the 
commencement of the bankruptcy, or the debtor was solvent 
without the aid of such settled property, or where the settled 
property comes from some specified source and is actually 
transferred within three months of its receipt by the debtor, 
the trustee can claim the property passing under the settlement, 
leaving the beneficiaries affected by such action to prove in 
the estate as deferred creditors. In other words, the property 
is brought back into the estate, not for the benefit of the 
debtor, but for the benefit of the creditors, so that if the estate 
should prove to be solvent there would be no justification for 
disturbing the settlement at all. 


—$—————_________ 7 
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Tue Property or TxHirp Parties IN THE PossESSION OF THE 
BANKRUPT NOT PASSING TO THE TRUSTEE. 

Under this heading would be included goods forming the 
subject of a bill of sale or of a hire purchase agreement, as 
indicated above. In the former case, the legal title to the 
goods has passed to the grantee, and in the latter the legal 
title has not yet been acquired by the hirer. Such goods 
must, therefore, in proper circumstances, and subject to any 
right to adopt the contracts, be released by the trustee for the 
benefit of the other pariies to the respective agreements. 


Tae Craims or Tumrp Parties OVER THE PROPERTY OF THE 
BankKRUPT. 

The persons who in ordinary practice would be most 
prominent in enforcing their claims, apart of course from the 
ordinary creditors who would rank pari passu or preferentially, 
as the case may be, would be the landlord and judgment 
creditors who desire to levy execution. ; 

The former has always been invested with extraordinary 
powers, und in the case of bankruptcy he can distrain between 
the commencement and adjudication for rent not exceeding 
six months. This, of course, would be arrears of rent, since 
the official receiver or trustee might occupy the premises 
beneficially and would be expected to discharge their current 
obligations. If the goods remained on the premises after the 
adjudication the landlord can distrain again upon the next 
quarter day, and if he has not received his full six months’ 
rent by distraint prior to adjudication he can distrain for the 
full quarter, but if the maximum has been received he can 
only distrain for the period running from the adjudication up 
to the quarter day in respect of which the distraint is levied. 
Distraint cannot be subsequently levied for any arrears prior 
to adjudication. The trustee would continue to pay current 
rent, if he occupied the premises, and he would have to allow 
a proof for any rent which the landlord is not able to recover 
by distress. If, prior to the receiving order, the landlord 
finds the sheriff in possession for a judgment debt, he will 
give notice to the sheriff of the amount of his claim, 
and the sheriff must make provision, in levying execution, 
for the amount of such claim not exceeding six months’ rent. 
Ordinarily the maximum amount is twelve months, but after 
knowledge of the presentation of a petition the landlord is not 
able to recover more through the sheriff than he could have 
done by direct distraint. This point will not arise after the 
receiving order, since the judgment creditor is not able to 
enforce his rights from that point. 

Even though a judgment creditor levies execution through 
the sheriff after the presentation of a petition, but before the 
receiving order, the sheriff must, in the case where the debt, 
including costs, exceeds £20, retain the proceeds for fourteen 
days; in the event of a receiving-order being made he must 
hand over the proceeds to the official receiver. Where the 
debt is £20 or less the execution is completed immediately 
upon sale, and the proceeds can be handed to the judgment 
creditor in the ordinary course. 


DIscLAaIMER. 

From the above it will be seen that all, or practically all, 
the debtor’s property will automatically pass to the trustee, to 
be dealt with by him in accordance with the bankruptcy law, 
but he is more than an agent in this matter since the property 
vests in him enabling him to give a legal title to the persons 
to whom he sells it. He thus takes over not only the rights 
attaching to the property, but the liabilities also. He has no 
power of election. He cannot, at the time of his appointment, 
reject property of an onerous character in the same way as a 
trustee under a deed of arrangement. In the latter case only 
s> much of the debtor’s property is conveyed to the trustee as 
is agreed upon, and the trustee can, in these circumstances, 
exercise some measure of control over the inclusion of any 
property which is not likely to prove profitable. ; 

To relieve the trustee in bankruptcy from personal 
responsibility which otherwise he would not be prepared to 
take, the Act gives him a power of disclaiming property upon 
which there is a charge, either actual or contingent, which is 
likely to exceed the realisable value. This may arise in the 
case of leases burdened with onerous covenants, stocks and 
shares not fully called up or otherwise charged, and contracts 
generally upon which there is some burdensome obligation. 
It must not be thought that all leases, or stocks and shares 


with uncalled liability attaching would prove of no value, and 


wherever the property does possess a real realisable value the 
trustee would naturally take advantage of it und dispose of it 
for the benefit of the estate. The right given to the trustee is 
for his own personal benefit, and is not intended to relieve the 
estate so much as himself, since being the legal owner his 
private assets might become involved in any action which 
may be brought against him in respect of such liabilities. 

In these circumstances he is able to disclaim the property 
and must give notice of his disclaimer to rrvalce 5 parties 
within twelve months of his appointment, or if he does not 
become aware of the encumbrance within one month of his 
appointment, then the period runs from twelve months from 
the time of the knowledge being obtained by him. Should 
any interested party desire to know what action the trustee 
proposes to take he can call upon him to indicate his 
intentions, which must be communicated to the applicant 
within 28 days. The official receiver, upon taking over any 
unrealised portion of the estate at the conclusion of the 
bankruptcy, has a further twelve months within which tv 
exercise this right. 

It is only in the case of leases that power is given to anyone 
who suffers by the operation of disclaimer to compel the 
trustee to get leave of the Court. Where the lease is charged 
or mortgaged, interested parties have fourteen days within 
which the aid of the Court can be invoked; where the lease is 
not charged this period is reduced to seven days. Where the 
estate is being administered as a small bankruptcy, or the 
property in question is of a less annual value than £20, then 
the trustee’s disclaimer is final. 

The object of an application to the Court, particularly 
where the property is mortgaged or charged, is not only to 
enable the whole position to be considered, but also to enable 
a vesting order to be made in favour of any party who is 
affected by the disclaimer und desires the order to be made. 
It must be borne in mind that anyone injured through the 
disclaimer, whether in respect of leases or any other assets, 
have the opportunity of proving in the estate for any damage 
that has been suffered. The disclaimer does not take away 
the rights that parties might have, by reason of any charge, 
against the property itself. 

Stocks and shares may be disclaimed, not only on account 
of the fact that there is still some portion of the nominal value 
uncalled, but because the shares themselves have been charged 
in favour of a mortgagee. In such latter circumstances the 
disclaimer would not affect the company, and the mortgagee 
would presumably take steps to have his name placed on the 
register in lieu of that of the bankrupt. Until such transfer 
is effected the bankrupt is still entitled to vote at meetings of 
the company, but it has been held that such vote must be 
recorded in accordance with the directions of the mortgagee. 
(Wise v. Lansdell (37 T.L.R., 167).) 


Success a Snare. 

The truth is that great success is unhealthy and 
unwholesome. Man was not created to be prosperous in the 
permanent and established sense of the word. 

He was created to strive towards prosperity. Striving and 
fitness are synonymous terms. 

For which reason we invent games by means of which 
we can goad ourselves to activity. We turn friends into 
make-believe foes that we may improve our bodily health. 

Thus, those who talk of Socialist millenniums, when 
competition will be abolished for ever, betray a gross ignorance 
of human nature. If their dreams were. realised not only 
trade and prosperity would vanish, but the traders themselves 
would lose their active qualities of mind and body. 

Indeed, physical vigour is the distinguishing mark of most 
of the big ‘‘ fighters ’’ in the commercial world. As has been 
pointed out before in these articles, the man who is ever alert 
to seize an opportunity or develop a new idea, restores his 
strength in that process. 

It follows that ‘* overwork ” is largely an illusion. It is but 
a pleasant name for unfitness engendered either by too much 
success or too little resolution. Men with assured positions 
are notoriously more liable to this complaint than those who 
must remain in the fighting line or lose all that they possess. 
—The Times’ Trade Supplement. 
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Municipal Borrowing Methods. 


Tue following are extracts from a Paper read before the 
Institute of Municipal Treasurers and Accountants by 


Mr. J. R. JOHNSON, F.S.A.A., F.1.M.T.A. 
(City Treasurer of Birmingham.) 


Mr. Johnson commenced by giving a historical review of 
the development of borrowing by local authorities, followed 
by a short statement of views of economists on the subject of 
. _— Finance, after which he proceeded to set forth as 
ollows a 


Comparison of National and Local Finance. 


NationaL Desr. 

The debt of the British Government, as of every nation, 
owes its existence largely to wars, and every great war has left 
behind it an increased burden on the country’s resourses. 
This debt, therefore, represents past expenditure which confers 
no financial benefit, but on the contrary places on the 
community an additional burden in the form of taxation in 
order to meet interest and sinking fund charges. The late 
war, for example, added £7,000,000,000 to our national debt, 
the only security for which is the credit of the Government, 
for this vast expenditure has not purchased for us any 
tangible assets which might be set off against the debt, while 
the ideal of security and immunity from further war seems 
as distant as before. The charging of this enormous sum to 
capital, therefore, finds no justification in the principles of 
sound finance, but this course was ordained by a stronger 
force than mere financial principles-—the dictates of stern 
necessity, which knows no law. 


Locau Dest. 
In this respect the debts of local authorities offer a striking 
contrast, as they have been substantially incurred for purposes 


which are to a greater or less extent productive of revenue, 
or which at least confer a lasting benefit on the community, 
Thus loans raised for tramways, electricity works, water 
works, gas warks, markets, &c., are justly comparable with 
the necessary capital of a business firm, and expenditure on 
baths, parks, allotments, libraries, &c., generally produces 
some revenue in return, while also providing facilities either 
freely or at a figure below cost price. Similarly, expenditure 
on roads, street lighting, sewers, &c., though not productive 
of revenue, renders permanent and necessary services to the 
inhabitants of a town, and is therefore justifiable capital 
expenditure. 

Borrowing by local authorities to meet this and similar 
capital expenditure is dependent on the existence of favourable 
conditions, chief among which are the added powers gradually 
conceded to local authorities, the increase in the disposable 
wealth seeking investment, and the desire to get the good 
security which is undoubtedly offered by most towns, and lastly 
the needs of modern town life which call for the existence of 
works and undertakings involving enormous capital outlay. 

So long as loans operate to absorb savings not employed 
elsewhere, and thus utilise for local government purposes 
wealth which might otherwise have sought some speculative 
investment at home or abroad, they do not reduce the active 
capital of the locality. On the contrary, if the loans are 
applied —as is generally the case—in developing the resources 
of the town, they increase its capital value. The interest paid 
for the use of this money may be much less than its actual 
yield to the town, so that its economic employment reacts to 
the common advantage, while also yielding to the lenders of 
the capital a fair rate of interest. 

Those who look with disfavour upon borrowing by local 
authorities have advanced the argument that, in the absence 
of borrowing, expenditure on local services is limited by the 
rateable capacity of the town, and is therefore entered upon 
less readily, whereas the simple device of borrowing, which 
allows, perhaps, a large part of the burden to be placed on 
posterity, tends to cause expenditure to be more readily under- 
taken and to be unduly prolonged. While this question opens 
up a field which is toe extensive to be traversed in this paper, 


it might perhaps be observed that those towns which have a 
large outstanding debt in respect of reproductive undertakings 
have reached a more advanced stage of local government than 
towns where the debt is small, and, as to some extent follows, 
a larger outstanding debt is by no means conclusive evidence 
that the real burden of the debt is greater. 


Burpen or Dest. 


Before a conclusion can be reached as to the true burden 
of a municipal debt, two or three factors call for special 
investigation. Of these, the most important is, of course, the 
nature of the purpose for which the debt has been raised. If 
ordinary conditions obtain, and the great majority of the debt 
has been incurred in respect of services which are either 
directly reproductive or enhance the amenities of the town, 
its capital, and therefore its credit, is correspondingly 
increased, so that the real burden of debt remains constant or 
may even diminish. As, however, loans are paid off, and the 
value of many assets increases, so does the surplus value of 
assets over liabilities, which is really the margin of credit 
available for new borrowings, if the burden of debt is not to 
be allowed to increase. 

Subject to one or two qualifications, therefore, such as the 
nature of the debt outstanding, which is dealt with subse- 
quently, it appears that we may usefully compare the increase 
of assets and of local indebtedness in determining the real 
onus of the debt on the town, and the extent to which further 
borrowing may be justifiably undertaken. So long as the 
assets of a town increase more rapidly than the debt, the 
increased amount outstanding is by no means to be taken as 
a disadvantage, but, on the contrary, continuous borrowing 
may have an advantageous effect, and help in the extension 
of a local authority’s resources, tending towards cheaper 
borrowing in the future, on account of the increased security 
which it can give to lenders, and the wider market which it 
can command. 


Necessiry ror Loans. 


In any case, however, borrowing is simply a means of 
anticipating revenue which may or may not mature, but this 
expedient has greater justification in the case of local 
authorities than in that of the central Government. The 
former deal with a smaller revenue, upon which any especially 
heavy outlay has a greater effect, and they are restricted in 
their powers, nor merely by hypothetical limits of rateable 
capacity, but by numerous regulations which hamper their 
activities. The Government, on the other hand, possesses 
full control over its revenues, and can regulate the burden of 
its expenditure from year to year, while, in addition, the vast 
amount of money received in revenue enables very large 
amounts to be paid from this source without having recourse 
to a loan. 

The raising of loans in order to spread the cost of certain 
expenditure over a term of years is therefore an indispensable 
part of the financial machinery of loca! authorities, without 
which they would be unable to provide the majority of the 
essential services of modern town life, including, as this does, 
large trading enterprises, the provision of houses, the 
maintenance of roads, the disposal of sewage, and the 
erection of schools, among many others all involving heavy 
capital outlay. 


GovERNMENTAL ACTION. 


In recent years, moreover, this necessity has become even 
more absolute owing to the action of the central Government 
in placing upon local authorities the responsibility of 
undertaking, and, what is more important, of financing an 
increasing number of communal services of many diverse 
kinds. This is in itself sufficient to strain almost to the limit 
the resources of local authorities for raising capital moneys, 
but their position has been rendered still more unenviable by 
the fact that the greatest demand on their supplies has been 
made on behalf of services national or quasi-national in 
character, which have been imposed on them by the 
Government at short notice, and at the same time throughout 
the country. The cases of housing cnd unemployment relief 
works, which are = too familiar to every treasurer, furnish 
adequate examples illustrative of the way in which local 
authorities have been made responsible for the financing of 
what are really national schemes. 


| 
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Cuam For FREEDOM. 

It would appear, therefore, that local authorities have a 
strong case for greater freedom and rather more consideration 
at the hands of the Government than has been accorded to 
them in the past. Under existing conditions, which appear 
likely to become intensified in the future, they are obliged to 
depend to a very considerable extent on the same market for 
loans as the Government itself, and while it is most 
undesirable that there should be any competition or clashing 


between them, the position of local authorities is such that they | 


should have equal consideration with the central authority in 
this matter, and not have to subordinate their requirements 
entirely. For their own part, they have shown themselves 
ready to aid the Government in times of crisis, as witness the 
large response which they made to the appeals for subscriptions 
to the various War Loans. A similar spirit of co-operation 
exercised by the Government would give to local authorities 
as much desired freedom from concurrent Government 
competition and from some of the regulations and restrictions 
which prevent a free exercise of their powers. 

Of these questions, the second is already receiving 
consideration from those towns which are contemplating the 
establishment of a loan pool, but the first point involves very 
difficult problems, to which no satisfactory solution has yet 
been found in spite of the experience of the last few years, 
especially in connection with the raising of capital for housing 
purposes. The importance of this question may, however, 
be expected to diminish in the immediate future, as the 
Government repayment of capital during the past year exceeded 
their borrowings by an appreciable amount (£88,000,000), 
while the floating debt of Treasury Bills, which in 1921 
amounted to £1,121,000,000, has been reduced during the 
year from £616,000,000 to £588,000,000. This condition of 
affairs will, one hopes, continue in future years, and thereby 
release for investment a considerable amount of money, some 
of which will probably find its way into the coffers of local 
authorities. 


The Future—Trend and Developments. 
Loan ‘ Poon.” 

The more one investigates the question of the loans of local 
authorities the more urgent and necessary does a thorough 
revision of the law and consequently the practice of this 
subject appear, and the nearer seems the universal adoption 
of the loans pool for which already many authorities are 
seeking or have obtained powers. The complete pooling of 
all resources which ensues under this system, the simplification 
as regards the work of allocation of money among the 
departments, and the averaging of the rate of interest payable 
thereon accord to the treasurer a degree of freedom which is 
not merely desirable but necessary in order to manage the 
debt service of his authority upon the most scientific and 
advantageous terms. To introduce this system, however, 
special powers are at present required, so that many authorities 
have still to work under the disadvantages occasioned by 
inadequate regulations, and not a few of these may find 
themselves confronted with the difficulty of dealing equitably 
with the rapidly accumulating redemption funds of the high 
rated stocks which they were compelled to issue three or four 
years ago. 

The method adopted in Birmingham may possibly appeal 
to the representatives of some other towns who already 
possess common mortgage pools and power to use redemption 
funds for new capital purposes. To supply fresh capital to 
the spending departments at the current rate of interest, 
mixed allocations have been made from the redemption funds 
of high-rated and low-rated stocks, and sometimes from 
mortgages account also, in such proportions that the average 
interest paid on the total amount allocated works out at the 
current borrowing rate. 

Two examples of the operation, each giving an average rate 
of 44 per cent., are given below :— 


(1) Loan of £35,000. _. 
Redemption Funds re-allocated— 

6 per cent. Stock .. £14,000 at 6 per cent. £840 

34 ” ” ee 21,000 ” 34 ”? 735 


£35,000 ,, 44 ,, £1,575 


{[Octoper, 1924. 

A I 

(2) Loan of £50,000. Fr nae 
Redemption Funds re-allocated— 

6 per cent. Stock.. £5,000 at 6 per cent. £300 

34 Cs, oo» o 15,000 .. 3% w 525 

Mortgages (average rate 

paid 4¢ percent.) .. 30,000 ,, 4% ,, 1,425 

£50,000 ,, 44 ,, £2,250 

This temporary expedient has proved very acceptable to the 


corporation départments and serves a useful purpose until 
the full powers to pool loans are obtained. 


Driviston or Dest. 

When once these powers have been secured, the treasurer 
will be able to pay careful attention to the position of the 
total debt of his authority and its division into funded debt, 
partly funded debt, and floating debt. As an adequate 
definition of these terms in the case of local authorities 
appears to be wanting, a suggested classification is appended, 
although in practice it may prove difficult to draw a dividing 
line between the various classes of loans. 


Funded Debt. 
1) Irredeemable stock. 
2) Stock redeemable only at the option of the local authority. 
3) Redeemable stock with a minimum life of fifteen years. 
(4) Perpetual annuities. 
(5) Instalment loans (for the whole period sanctioned). 


Partly Funded Debt. 
(1) Stock with a life of five to fifteen years. 
(2) Mortgages for more than five years. 


Floating Debt. 
(1) Stock with a compulsory redemption date less than. 
five years ahead. 
(2) Mortgages for less than five years. 
(3) Money bills. 
(4) Short term deposits. 
(5) Bank overdrafts. 
(6) Municipal bank money at short notice. 
(7) Other money at short notice. 


It is difficult to lay down any hard and fast rule as to the 
relationship which should be maintained between these three 
classes of debt owing to the varying conditions in different 
towns, and to the policy which has perhaps been in force 
for a long period, but as a general practice of local finance, 
the floating debt should be kept within the narrowest limits 
possible. A large floating debt is at best a sign of weakness 
in the treatment of a town’s finances, and may in certain 
circumstances assume a much more serious aspect, although 
it must be conceded that it is not always convenient, or even 
propitious, to fund a block of temporary debt so that some 
delay may quite reasonably occur. This phase is, however, 
merely transitory and exceptional, and does not upset or 
qualify the general rule. 

The great danger of a floating debt is its uncertainty. For 
a treasurer to be open to the risk of having to meet quickly 
the repayment of a large temporary debt is analagous to the 
position of a banker who is faced with a ‘‘run” without 
having realisable securities with which to meet his obligations, 
and it is invariably in time of commercial difficulty that this 
necessity is most likely to arise. An unfunded debt means, 
too, heavy renewals, which are bound to have an adverse 
effect upon the rate of interest if they occur at any but easy 
periods, and furthermore it may safely be assumed that the 
Government will not regard with favour an application for 
extended bill powers by a town in which the floating debt is 
already large. 

It is desirable, therefore, that a treasurer should take steps 
to fund as large a proportion of his authority’s debt as possible, 
whenever market conditions and local circumstances create a 
suitable opportunity, and care should -be taken against the 
danger of postponing the operation continually, in the hope 
of still more favourable circumstances. The greatest difficulty 
is in deciding what proportion of the debt should be funded, 
and how much may safely be kept as floating debt, and on 
this point it is impossible to be dogmatic. There are, 
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however, certain inferences which may be drawn from a 
consideration of the practice in various towns. 

Appendix I contains particulars of the debt of nine towns 
selected at random from those with a large loan debt, classified 
as far as possible, though it has not proved feasible to adopt 
the more detailed classification suggested above, owing to a 
lack of complete information. In the management of the 
debts of these towns, two policies may be observed, one 
followed by towns 1, 2, 3, 4 and 5, and the other by towns 6, 
7,8, and 9. In the first category, one-third is roughly the 
maximum proportion of floating debt, and this appears to bea 
figure which is both reasonable and prudent, and one which 
might therefore be advantageously adopted in the case of 
many authorities. 

The towns which fall into the second category pursue a 
policy which is almost directly antithetic to that followed by 
the others. For a town with a total debt of from ten to thirty 
millions to have two-thirds of the total amount redeemable 
within an average period of not more than five years suggests 
the existence of a policy which is governed rather by 
considerations of momentary expediency and the line of 
least resistance than by questions of prudence and sound 
finance from the point of view of both immediate and future 
requirements. 

One may perhaps hope for a sympathetic reception for, if 
not general agreement with, any policy which aims at avoiding 
a repetition of the conditions under which most authorities 
had to work in the years which ensued immediately after the 
war. The years 1920 and 1921 will long be remembered 
amongst financial officers as witnessing a most trying period 
during which everyone was attempting to raise capita] in 
competition not only with his neighbours but with the whole 
industrial world, the natural effect of which was to force rates 
to an intolerably high figure and to place upon local authorities 
a heavy burden for many years to come. The position was, 
of course, complicated by local authorities having to enter 
into very large housing commitments (most of which were 
subsequently drastically curtailed) at a time when there were 
already great demands for capital to finance schemes which 
had been held up by the war. Past experience has shown 
that such periods of competition for capital invariably tend 
to alternate with periods of cheap money, and when 
considering the future it would be most imprudent to overlook 
the probability of local authorities having further powers and 
duties conferred upon them by the central Government, many 
of them no doubt necessitating heavy additional capital 
expenditure. 


Future Po.tcy. 


To meet these conditions, future policy must, it would seem, 
take the form of continuous borrowing by local authorities 
without regard to the exact amount of official sanctions which 
may be in hand at any particular date. This procedure has 
to a limited extent been in force for a considerable number of 
years among those authorities who possess common mortgage 
pools, and the present time seems opportune for regularising 
and extending this system as regards the actual raising of the 
loans in the outside market, the sanction of a Government 
Department being regarded as the power to allocate to a 
particular purpose a sum of money which must be repaid 
within a specified period of years. In point of fact it is well 
known that borrowing for housing and unemployment 
expenditure takes place before official sanctions are forth- 
coming as each scheme is approved by the Ministry of Health. 

The management of a loan pool under such conditions calls, 
of course, for the exercise of a great amount of judgment and 
foresight upon the part of the chief financial officer, but it 
brings in its train advantages which are too important to be 
discarded without very careful investigation. The treasurer 
should have power to regulate the loan pool under his control 
so that he can make such provision beforehand for future 
requirements as prudence and judgment dictate ; it gives him, 
moreover, greater opportunities of funding or converting debt 
upon the most advantageous terms and at a time when rates 
are easiest. 

In order to carry out this principle of continuous borrowing 
it will be necessary for the authority to keep certain securities 
always ‘‘on tap”; thus a certain amount of stock may be 
kept in reserve after an issue to be released subsequently, 
either publicly or privately, at a price which reflects the 
current market rate. Whether this course seems desirable or 


not it will almost certainly be wise to be prepared at any time 
to accept offers to take up mortgages (or bonds), in which 
case, of course, the rate of interest and period offered would 
be adjusted to suit prevailing conditions. By this it is not 
implied that there will not be times when it is desirable to 
‘* boom ”’ the securities to a greater or less extent, but if it is 
known that loans will always be taken up (even at low rates) 
this fact in itself helps to keep open the market, and even 
to widen it. The system of continuous borrowing, judiciously 
handled, may be expected not only to secure a wider market, 
but also to stabilise rates of interest at a lower average figure 
than would be the case with spasmodic borrowing under 
conditions of fierce competition. 

A loan pool will of necessity have to carry a fairly large 
balance, the limit of which will probably be prescribed in any 
scheme of consolidation. Part of this balance will be invested 
in long and short-dated securities, but there is also the 
possibility that large towns might make advances to the 
smaller towns which have not the same credit facilities, in the 
manner contemplated by the recent Electricity (Supply) Acts. 
Another example of this practice is to be found in the case of 
the Birmingham to Wolverbampton Road, where Birmingham 
raised and advanced capital to five of the smaller authorities 
who were contributing to the cost of the scheme. This 
procedure has, it would appear, some advantages over the 
zone or regional system which has frequently been discussed 
in the past. Apart from probable Government intervention 
in the management of such a scheme, the zone system would 
appear to be devoid of that local feeling which is believed to 
be one reason for the success of the issues of one town, while 
by joining the names of one or two large towns to those of 
some of the smaller, the gain to the smaller authorities would 
only be at the expense of the large towns, so that a higher rate 
would probably have to be offered than in the case of an issue 
by a large town by itself, the proceeds of which could, of 
course, be distributed among the smaller authorities. 

It is generally realised that present conditions give rise to 
some overlapping in the matter of loan raising. There may 
in one area be several authorities competing amongst 
themselves for the limited amount of money available among 
any one body of ratepayers. Thus, in one area there may be 
competition for loans between a county council, one or two 
district councils and boards of guardians, and perhaps a joint 
board in addition, the position being further complicated by 
the fact that the loans of the joint board are probably not 
trustee securities, necessitating a higher rate of interest. Some 
advantages might therefore accrue from the establishment of 
special authorities to deal with the loans of certain areas, e.g., 
county councils might act in rural areas, and county boroughs 
in urban areas. 

Such a scheme working on the lines adopted by the London 
County Council would avoid much overlapping and undesirable 
competition for loans of all kinds. This would be particularly 
desirable in the case of bonds, as competition among the bonds 
of several towns on the local Exchange could not be expected 
to tend towards cheap money, while the system might also 
have a good effect in restraining some towns which at present 
exhibit a tendency to resort to loans on occasions when under 
a more prudent policy the sums would be met from revenue. 
Suggestions of this nature have been made on various occasions, 
but so far no satisfactory scheme has been evolved in this 
country, though the system has proved beneficial in Canada 
and has resulted in strengthening the position of several towns 
whose financial stability was at one time not a little doubtful. 


Conclusion. 


In spite of the undoubted difficulties of the times through 
which we are passing and the —— uncertainty of the 
future, it is reassuring to think that the outlook is not 
altogether devoid of hope. The credit of local authorities 
throughout the country stands exceedingly high in public 
estimation—their stocks are always in demand on the market 
and the present shortage may indeed become more pronounced 
as time goes on and the Government endeavours to reduce the 
outstanding National Debt, a considerable proportion of which 
will probably not find its way into industry. Although the 
debts of local authorities have grown enormously in this 
century and are admittedly high, the increasing proportion of 
reproductive and trading debt is a favourable feature, while 
on the other hand a good many short period loans for 
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tramways and similar undertakings will soon be paid off, 
leaving valuable free assets and large sinking funds available 
for redemption of loans or new capital purposes. In addition, 
there is the possibility that the municipal banking movement 
may spread considerably in the next few years, as it 
undoubtedly should, and provide local authorities with large 
funds at fine rates of interest, though as this money will 
probably be ‘‘at call” discretion must be exercised lest the 
proportion of floating debt become too large. As treasurer of 
the only municipal bank secured upon local rates as yet in 
existence, one can testify to the useful purpose served by such 
a bank, and to the advantages which thereby accrue to an 
authority in the conduct of its loan operations. 

With a loan pool in operation the difficulties of securing 
suitable investments for some of an authority’s funds will 
disappear, as sinking fund instalments automatically form 
part of the pool. Probably the future will witness the gradual 
extension of the policy of allowing authorities to invest their 
reserve funds and insurance funds in their own loan pools on 
the lines of the powers obtained by Swansea in 1922 and 
Birkenhead in 1923. In this connection an important feature 
is the growth of superannuation funds which will secure large 
sums when the funds have been in operation for a few more 
years. The Local Government and Other Officers’ Super- 
annuation Act of 1922 allows the funds thereby established to 
be utilised for the purposes of the authority’s loans pool, and 
this provision may prove a fruitful source of borrowing in 
years to come. 

It is, of course, impossible to predict with any degree of 
certainty the rates of interest which will rule during the next 
few years, but apart from a national upheaval or serious 
political unrest two sets of conditions operating in contrary 
directions may be expected to emerge. On the one hand 
there is the huge block of more than £2,000,000,000 of 5 per 
cent. War Loan* which the Government may at its option 
pay off or convert in 1929, and signs are not wanting of an 
endeavour to reduce the enormous interest burden of this 
stock. Notwithstanding voluntary offers of conversion, 
however, there remains the fact that it is possible to obtain 
a gilt-edged investment for a short period which yields 
practically 5 per cent., and this factor must exercise a great 
influence against any attempts to reduce the rate of interest 
for short period investments below, say, 44 per cent. 

As the Government conversion plans for 1929 will 
presumably not be exposed before that date, it appears 
unlikely that the War Loan will rise much above its 
redemption value at par, and the only possible occurrence 
which seems likely to reduce the influence which it at present 
exerts is the success of the Government in converting large 
blocks before maturity. If one may venture to prophesy at 
this juncture it is to say that this is the only way the huge 
debt of War Loan can be handled, and it appears extremely 
unlikely that this will all be accomplished by 1929. 

The other important consideration, which will exert a 
contrary influence to that wielded by the high-rated War Loan 
arises from the consideration of the National Debt as a whole, 
and has already received passing mention. The National 
Debt, which before the war amounted to approximately 
£700,000,000 is at present about ten times that sum (see 
Appendix II). and it may be expected that attempts will be 
made by the Government to reduce this vast sum to a more 
reasonable figure. Reductions of the National Debt will, of 
course, compel the holders of the stock redeemed to seek fresh 
investments elsewhere, and the release of a considerable 
volume of capital in this way will tend to reduce the general 
rate of interest, while local authorities may reap a more 
direct benefit in that their stocks may furnish the most 
suitable investment for at least some of the capital thus thrown 
on the market. Apart from the question of reducing the 
amount of the National Debt it seems to be generally held 
that the next decade will see a reduction in the rates of 
interest payable thereon and consequently in the current 
rate offered for gilt-edged securities. — 

Although the years 1914-1918 were in many ways un- 
precedented (and will, one hopes, never be repeated) the 
conditions of financial stringency and the demand for capital 
for both war and reconstruction periods are not unknown in 


* In addition there are outstanding National War Bonds amounting to 
nearly £900,000,000, holders of which have the option of converting into 
.6 per cent. War Loan at any time before repayment of the Bonds, 


modern history. The Napoleonic wars produced similar 
conditions, and one may perhaps draw some measure of 
comfort from the knowledge that for 25 years after Waterloo 
rates of interest fell persistently, notwithstanding small 
fluctuations in the curve, and although in the late forties 
there occurred a sharp rise, the general tendency remained 
downwards for many years afterwards. Whether one -will 
ever see again a standard rate of 34 per cent. is extremely 
problematical at the moment, hingeing as it does upon many 
complex and unknown factors, not the least of which is the 
general level of prices as determined by the purchasing power 
of the sovereign at home and abroad. 


The future, one is reminded, holds out no certainty except 
that it will bring in its train its own particular problems, but 
while these may be many and difficult we may face the times 
ahead with some degree of optimism—even of hope—for 
remembering thatall things are relative, the future may indeed 
prove to be golden by comparison with the immediate past. 


OFFENCES AGAINST THE BANKRUPTCY 
ACT. 


Sentence of two months imprisonment without hard labour 
was passed at the Old Bailey on Alec Foster for breaches of 
the Bankruptcy Act. 


Mr. Percival Clarke, prosecuting, said prisoner had 
advertised for assistants in connection with the business of a 
patent pocket clip, and later for a confidential clerk in a 
bookmaking business. People were required to deposit money 
for security for investment in the business. Altogether £710 
were parted with by people in humble circumstances who 
could ill afford it. They did not know prisoner was an 
undischarged bankrupt, and they were unaware that his right 
name was Lefevre. 


Detective-Sergeant Hudson said that while the present 
proceedings had been going on he had, received complaints 
from two other men, who said that they had parted with 
sums of £300 and £100 respectively. In 1912 prisoner was 
sentenced at Marlborough Street Police Court to five months 
imprisonment for obtaining £78 by false pretences, and he 
had — been fined for travelling on the railway without 
a ticket. 


The Recorder (Sir Ernest Wild, K.C.), in passing sentence, 
said the offence was punishable by two years’ hard labour. 
The section of the Act which Foster had infringed was a 
very important one. It had been passed in the interests 
of the commercial community, so that people dealing with 
undischarged bankrupts should know they were dealing with 
insolvent persons and the names under which the persons 
became insolvent. There had been too many instances lately 
of people parting with money to baakrupts who would not 
have parted with a penny had they known the facts. But for 
mitigating circumstances he would have passed the maximum 
sentence. Upto 1912 prisoner had had a perfectly honourable 
career and had held responsible positions. In 1922 he was 
adjudicated a bankrupt, with liabilities of £2,845 and assets 
nil. He had then interested himself in .a pocket clip intended 
to prevent people’s pockets from being picked. Two men had 
invested in that concern, and it was clear that if they had 
known the defendant was a bankrupt they would have kept 
their money in their pockets and not invested it in something 
to prevent money being taken out of other people’s pockets. 
The Recorder added that he took no notice of fraud charges 
which had not been investigated. He was not assuming any 
fraud in the charges to which prisoner had pleaded guilty. 


We regret to announce the death from appendicitis of 
Mr. Hugh Chisholm, M.A., editor of the ‘* Encyclopwdia 
Britannica ’’ and formerly City editor of the Times, at the age 
of 58. Mr. Chisholm, who was a well known authority on 
financial matters, had arranged to give a lecture to the 
Incorporated Accountants’ Students’ Society of London this 


month on “ The Return to the Gold Basis.” 
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LECTURES AND TRANSACTIONS 
OF THE 


Incorporated Accountants’ Students’ Society 
of London for the year 1923. 


A lecture on ‘* Accountants and Strikes,’’ delivered by the 
Right Hon. Lord Askwith, K.C.B., K.C., which is included 
in this volume, marks an innovation in the type of lecture 
delivered before the London Students’ Society. The report 
also adds materially to the permanent value of the yearly 
volume of records. The lecture constitutes an appeal to 
the members of the profession to take a much wider view 
of their power for rendering assistance to the commercial 
community at large. Lord Askwith does not suggest that 
accountants have deliberately refrained from rendering that 
assistance, but rather that they bave perhaps not risen to 
the fullest height of their possibilities in this direction. 
He inevitably recalls the indictment by Sir Josiah Stamp, 
who suggested some few years ago that the profession had 
not made a single contribution to economic science although 
it had practically a monopoly grip of the required data. 
Without specifically endorsing this criticism the Lecturer 
evidently thinks there is still some justification for these 
remarks. He calls the attention, particularly of the student 
members, to the opportunities they have of experimenting 
by taking out figures and seeing how they would affect 
wages and conditions of men, and thus by degrees adding 
to the knowledge to be acquired from lectures and theoretical 
studies. Lord Askwith mentions several national disputes 
in which he has acted as an industrial conciliator where he 
suffered from the lack of statistics and figures which could 
only have been rendered available by accountants. 


‘*Relations between National and Local Authorities 
Finance”’ is the title of a lecture by Mr. F. Ogden Whiteley, 
O.B.E., F.S.A.A., F.S.S., Treasurer of the City of Bradford. 
Mr. Whiteley gives a short historical summary of the subject 
divided into three periods, viz: (1) The period prior to the 
year 1888, in which year the system of assigned revenues was 
introduced; (2) From 1888 to 1914, during which period a 
Royal Commission and a Departmental Committee sat and 
reported upon the matter, and also during which certain 
departures from the principle of assigned revenues were 
made; and (3) From 1914 to the present time, when important 
developments have taken place in the duties of a national 
character which have been imposed upon local authorities 
by Parliament. In this summary he outlines the various 
methods adopted by the Government of providing assistance 
to local authorities in respect of the administration of national 
services. Its purpose is to give a general indication of the 
development of the services and of the grants, and to convey 
some idea of the importance of the subject. The Lecturer 
then deals in detail with the assigned revenues system, the 
direct grants system and block grant system. In conclusion 
he appeals that this subject should not be considered from the 
point of view of one authority rendering financial assistance 
to the other; that the true position should be recognised that 
the services are national services administered by the local 
authorities for and on behalf of the State, and that equitable 
assistance in the raising of the necessary funds should be 
rendered by the Government to the local authorities as a 
right, and not as a concession to be removed or varied at will. 


Mr. Robert Ashworth, A.C.A., Incorporated Accountant, 
contributes a paper on ‘‘ The Formation of a Public Limited 
Company,’’ in which he summarises the proceedings from 
the pre-natal days of the company until it is a going concern, 
with particular reference to the activities of the professional 
accountant. He traces the necessary steps to be taken and 
makes some particularly interesting comments with regard 
to the underwriting of capital and the issue of the prospectus. 


**Importance of Detail in the Presentation of Trust 
Accounts’’ is the title of a specially interesting paper 
pared by Mr. George Drowley, Incorporated Accountant. 
he Lecturer points out that trust accounts are not prepared 
primarily with the object of showing results, although they 
will no doubt do this, but for the purpose of rendering an 
account of a stewardship. He explains that accounts of 


persons acting in a fiduciary capacity should show such detail 
as would give them and those for whom they are trustees a 
detailed story of the transactions during the period to which 
they relate, remembering always that this detailed story must 
be given in such a way as to illuminate and not to obscure. 
Executorship or trust accounts, he points out, should be so 
framed as to afford the following information :—(1) The 
property and charges thereon at the date of death (or other 
inception of the trust), or at the commencement of the period 
under review; (2) The receipts and payments on capital 
account during the period; (3) The profit or loss occasioned 
by the realisation of any asset; (4) The property and charges 
thereon at the end of the period under review; (5) The income 
received; (6) The payments on account of income; ) The 
balance of income due to any beneficiary. A detailed 
consideration of each of these headings then follows, and the 
whOle lecture will be found of great value and interest tu all 
accountants. 


Mr. W. N. Stable, M.A., Barrister-at-Law, deals with points 
of special interest in the ‘*‘ English Law of Bankruptcy,” and 
Mr. J. Linahan, Incorporated Accountant, contributes a paper 
on ‘Investigations.’”’ In this latter paper the Lecturer 
confines his attention to the following typical classes of 
investigations:—(1) An investigation on behalf of an 
intending purchaser of a business; (2) An investigation on 
behalf of an intending purchaser of a large number of shares 
in a limited company or a person about to lend money toa 
limited company. 

A considerable portion of the volume is devoted to lectures 
on taxation, but as the Lecturers have chosen specific aspects 
of this extremely wide subject the information is not 
redundant. Mr. S. ‘I’. Morris, Incorporated Accountant, is 
the author of two papers on ‘‘ The Determination of Annual 
Values for Schedule A for 1923-24” and ‘Points on the 
Finance Act, 1923,’ respectively. In the former lecture 
Mr. Morris deals with a subject which was a burning topic in 
the public Press and elsewhere at the date the lecture was 
delivered, but nevertheless a subject which is of continuous 
interest to accountants. In his second lecture Mr. Morris 
reviews the changes in relation to taxation effected by the 
Finance Act of 1923. 


Mr. R. M. Montgomery, K.C., also makes contributions 
dealing with ‘*‘ Some Recent Provisions of Income Tax Law” 
and * Specific Cause.” In the latter paper we notice that the 
Lecturer definitely states that death is a specific cause; in 
actual practice, however, the accountant who puts forward 
a claim for specific cause on the ground of the death of a 
partner is at once informed by the inspector that death, in 
itself, is not a specific cause, although such a cause may 
arise as the result of a death. The distinction is sometimes 
important. 

The volume also includes the following papers :—‘‘ Internal 
Audit,” by Mr. W. L. Karamelli, Incorporated Accountant, 
and ‘Examinations from a Student’s Viewpoint,’’ by 
Mr. G. L. Pratt, Incorporated Accountant. 

A complete index is added to the volume, which forms 
the 28th of the series of ‘‘ Transactions’’ issued by the 
Incorporated Accountants’ Students’ Society of London. 


Obituary. 


JAMES CROMPTON. 

We regret to announce the death of Mr. James Crompton, 
F.S.A.A., City Accountant, Bristol, which took place suddenly 
on September 4th at his residence, 12, Chantry Road, Clifton, 
Bristol. Mr. Crompton, who was 57 years of age, was 
admitted a Fellow of the Society in 1895. He was one of the 
promoters of the West of England District Society, and at one 
time held the office of President. The funeral took place on 
September 8th. The first part of the service was held at the 
Lord Mayor’s Chapel, and was attended by a large and 
representative congregation, which included members of the 
corporation, city officials and the Powell Lodge of Freemasons, 
of which the deceased was a member. The Society was 
represented by Mr. W. J. Ford, F.8.A.A., and Mr. E. H, 
Dibbins, F.S.A.A. 
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Some Points on Corporation 
Profits Gax. 


A Lecture delivered before the Incorporated Accountants’ 
Students’ Society of London by 


Mr. WILLIAM ALLEN, 
BarnristEr-at-Law. 


The chair was occupied by Mr. F. C. Harrer, President of 
the Incorporated Accountants’ Students’ Society of London. 


Mr. ALLEN said: Fortunately for me, the subject on which 
I have to speak to-night—Corporation Profits Tax—is 
contained in comparatively few sections of one or two Act@of 
Parliament. It is not a complex subject, like income tax, 
where one has to go back many years to see where the 
foundations of the tax were laid, because it was first imposed, 
as you know, in 1920, and the main provisions which deal 
with the fax are contained in the Finance Act, 1920, 
sects. 52-56. There are a certain number of temporary 
exemptions in sect. 42 of the Act of 1922, and also in sect. 43 
of the same Act, which exempts certain trades, carried on for 
charitable purposes, from the operation of the tax. The 
whole code is in a comparatively small compass, and it has, 
of course, been amended this year for the benefit of the 
subject, because the tax, instead of being 5 per cent., is now 
at the rate of 24 per cent. 

The great difference between corporation profits tax and 
income tax is that income tax is levied on the person, and 
super tax on the individual, while corporation profits tax is 
levied on certain profits. It has nothing to do with the 
person, or with the individual, and in considering its 
incidence I think that is an important point to keep in view. 
Then there is another difference between corporation profits 
tax and income tax: Corporation profits tax is levied on the 
actual profits which accrue in an accounting period, and as you 
know an ‘‘accounting period’’ is the period for which the 
books of a company are made up ending after December 31st, 
1919. While income tax, usually, in the case of trades and 
businesses, is levied on the average profits that are earned in 
three years, corporation profits tax is levied on the actual 
profits, so far as they are liable to the tax, that are earned in 
an accounting period. 

An ‘accounting period” is defined by sect. 54 of the Act, 
and it is, for the purpose of the tax, under this part of the 
Act: ‘The accounting period shall be a period of twelve 
months ending on the date to which the accounts are 
made up.’”’ Then there are certain other provisions—where 
the accounts are not made up for twelve months (for a lesser 
period), or where they have not been made up at all—and in 
all these cases the Commissioners of Inland Revenue have 
an option of determining the period for which the accounts 
are to be made up—in other words, the accounting period on 
which the tax has to be levied. 

Now, this is comparatively simple so far as it goes, because 
the discretion is one in the hands of the Commissioners, and 
it only applies, so far as I know, to comparatively few cases, 
where the accounts are not made up. Then, so far as profits 
are concerned, you get the same exemptions from corporation 
profits tax that are applicable to excess profits duty—no 
tax is levied on the first £500 of profits. That is some 
benefit to the subject in a tax which, I suggest, in principle is 
an unfair tax; for this reason, it is levied on the profits earned 
by a company, which would go to the least well secured 
shareholders in the company. I will show you the reason for 
that presently. 

The charging section is sect. 52. Sect. 53, which deals 
with certain exemptions and with the way in which the 
tax is to be computed, is merely a computation section. 
Sect. 52 (b) is as follows :— ; 

The amount of the tax payable in respect of a British 
company for any accounting period shall in no case exceed 
the amount represented by 10 per cent. of the balance of 
the profits of that period estimated in accordance with the 
provisions of this part of this Act, after deducting from 
the amount of those profits any interest or dividends 
actually paid out of those profits at a fixed rate on any 
debentures, debenture stock, preference shares (so far as 


the dividend paid thereon is at a fixed rate), or permanent 
loan issued before the commencement of the Act, or on 
any debentures, debenture stock, or permanent loan 
issued after that date for the purpose of replacing an 
equal amount of any debentures, debenture stock or 
permanent loan issued before that date. 


So it is quite clear that, so far as the profits of a company 
go to paying interest on debentures or loans of a permanent 
nature, or preference shares issued before the passing of the 
Act, those profits are exempt from duty. It is rather a curious 
provision that profits paid in respect of interest on preference 
shares issued after the passing of the Act are now exempt 
from duty. 

The tax is payable on two kinds of profits—the profits 
earned by an English company and the profits of a foreign 
company, so far as those profits are earned in this country. 
A ‘company ”’ is defined by the Act as— 

** Any body corporate so constituted that the liability of 
its members is limited, but does not include a company 
formed before the commencement of this Act whose 
assets consist wholly of stock or other securities issued by 
any public authority and formerly held by persons by whom 
the company was formed.” 


Then it goes on to define “ British company,” and that 
means any company incorporated by or under the laws of 
the United Kingdom—of course, always remembering the 
definition of ‘‘company”’’ when you read the definition of 
“British company.’’ The one definition is incorporated in 
the other. So it would follow that the only profits of a 
British company that were liable for tax would be profits 
of a company where the liability is limited. Where it is 
unlimited, the profits would not be liable to the tax. 
Then when we come to ‘foreign company.” it means any 
company that is not a British company. I think there could 
hardly be a wider definition of «‘ foreign company ” than that. 

Well, after we have got that there is something more. 
The companies which are taxed are companies which carry 
on any trade or business. A company not carrying on a trade 
or business would not fall within the ambit of the tax. The 
word ‘‘business’’ has been discussed in a number of legal 
decisions, and, I think, probably the leading decision on this 
is contained in the case of Smith v. Anderson, which is 
reported in 15 Ch.D., p. 247. There the Master of the Rolls, 
Lord Justice Jessell, said: ‘Anything which occupies the 
time and the attention and the labour of man for the purpose 
of profit is a business.” So it is clear that the definition of 
‘* business” is a wide one. In the same report Lord Justice 
Brett said he thought that the definition that the 
Master of the Rolls had given was too narrow, and he could 
conceive of things that might be businesses—he did not define 
them—even outside that definition. 

When you come to “trade,” the word ‘‘ trade” has a 
narrower meaning. It was defined in two cases—in the case 
of Harris v. Emery, reported in 1 Common Pleas, and in the 
case of Lawley v. Lawley in 15 L.R. (Irish). There was a 
long discussion there as to the meaning of the word “ trade,”’ 
and the learned Judges who gave the judgments in those 
cases said it was a word of much narrower significance than 
the word ‘‘ business”’; it meant more the dealing in chattels 
by buying and selling, and did not include a great many 
operations which would be included in the wider term. Be 
that as it may, however, when you get the conjunction of the 
words ‘‘ business’ and ‘‘trade”’ as the things on which the 
tax has to be levied if they earn profits, you get a singularly 
wide definition and one from which it is next to impossible 
to escape. 

There was a case some time ago of Mitchell v. Egyptian 
Hotels. In that case an English company was carrying on a 
business in Egypt. There was a local board of directors in 
Egypt, who had the sole management, and the only control 
the English directors had was to distribute the dividends and 
pass transfers of the shares. Under the Income Tax Acts it 
was held that the profits earned by that business were not 
profits that were taxable to income tax in the hands of the 
individual shareholders who did not reside in this country. 
The same point came up in a case under this Act with regard 
to corporation profits tax, and it was decided late last year. 
It was the case of Allianza vy. The Inland Revenue 
Commissioners. In that case an English company had been 


incorporated, which carried on certain business in Chile.. 
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The business was entirely run by a local board of directors in 
Chile, who directed the operations of the company and had 
the full control of it. The English office, of course, simply 
passed the transfers of the shares. It was argued in that case 
that corporation profits tax was on the same basis as 
Schedule D income tax, but the Court decided that, as the 
expression ‘‘ British company,” for the purposes of corporation 
profits tax, meant every company incorporated in this country 
that was limited as to its liability, that the case in Chile came 
within the ambit of the tax. 

In that respect at any rate corporation profits tax is very 
much wider than income tax. It does not matter where the 
controlling power of the business of an English company is ; 
it does not matter if the whole of it is managed outside this 
country; it does not matter if all the profits are earned outside 


this country; it does not matter if a great part of those 


profits is distributed to shareholders outside this country. 
However that may be, wherever they are earned, wherever 
they are distributed, the whole of the profits earned, after 
making deductions for debenture interest and interest on loans, 
are liable to corporation profits tax. 

That appears to be a somewhat unwise provision, even from 
the Revenue point of view in this country, as it is rather 
likely to make people change the character of a company in 
such a case and turn it into a foreign company, when only 
profits would be taxed which had actually been earned in this 
country. The same point was discussed again in the case of 
Saxone Shoe Company v. Commissioners of Inland Revenue, 
in the Scottish Court of Session, and again the same opinion 
was expressed. As the same opinion has been expressed both 
in the High Court and in the Scottish Court of Session, and it 
has not yet been appealed from, I do not think there is very 
much chance of those decisions being reversed. 

As the tax is a comparatively recent one, there are not 
many cases on it as yet, but there were three important 
decisions given in the autumn of last year. One was in the 
case of Commissioners of Inland Revenue v. Eccentric Club. 
It was argued in that case that the Eccentric Club, although 
a company, and although limited in liability, was not 
carrying on a trade or business for the purpose of profit. 
The Eccentric Club is a club in the West End of 
London, and its Memorandum of Association provided 
that it was established generally to promote social 
intercourse between its members, and there was a 
prohibition against any profits that it might make being 
distributed amongst such members. On its accounts being 
made up, an actual profit of some £5,000 was shown, and 
when the case came before the General Commissioners they were 
divided in their opinion, and it went on appeal to Mr. Justice 
Rowlatt in the High Court. Mr. Justice Rowlatt held that 
the club were taxable to corporation profits tax. It then went 
to the Court of Appeal, and the Court of Appeal held that a 
company that was formed in this way—as there were simply 
dealings between its members, and those members could never 
receive a profit under the Articles—was not a company 
carrying on a trade or a business, or an undertaking of a 
similar character. Probably the most important thing said in 
that case was by the Master of the Rolls, when he said any 
undertaking of a similar character did not, in his opinion, 
widen the meaning of the words “carrying on a trade or 
business.”’ That seems to be the only limitation that has yet 
been put on those words. 

At the same time, another case came before the Court— 
the case of the South Behar Railway Company—and the facts 
in that case were rather curious. I will read an extract from 
the report :— 

“The South Behar Railway Company was formed to 
supply to the Secretary of State for India the funds and 
material required for the construction of the railway. 
The railway was in fact constructed by the East Indian 
Railway Company, and by an Indenture dated December 
llth, 1906, was taken over by the Secretary of State in 
consideration of the payment by him to the company of 
the annual sum of £30,000 by half-yearly instalments.”’ 


The Inland Revenue argued that the payment over of that 
sum to the company, and its distribution amongst the 
shareholders, was ‘‘carrying on a trade or business or an 
undertaking of a like character,”’ and the Court of Appeal, by 
a majority, agreed with the contention of the Inland Revenue. 
They say that ‘‘ simply receiving the annuity and distributing 


it amongst shareholders is carrying on a business for the 
purpose of this tax.’’ Fortunately for the taxpayer, one 
Judge at any rate—Lord Justice Sargant — disagreed with the 
opinion of the majority, and, as I understand his reasoning, 
it is this:—That if a company simply receives money and 
distributes it, it is only a conduit pipe between the person who 
pays over the money and the shareholders, and is not in any 
sense carrying on a business. I think a great many agree 
with the judgment of Lord Justice Sargant; at any rate, I 
hope that, as there was a dissenting judgment in the interests 
of the taxpayer, that case may be taken to the House of Lords. 

There was only one other case that was then decided, and 
that was the Commissioners of Inland Revenue v. Westleigh 
Estates Company. It is difficult to know how this case got to 
the Court of Appeal, because it is reasonably clear on the face 
of it. The company were the owners of a large tract of 
mineral land. From time to time they granted leases, and 
when those leases fell in they regranted them to other people, 
and they received the rents and profits from those leases. It 
was argued that the granting and regranting of the leases, and 
the receiving of the profits, was not carrying on a business; 
but in that case the Court of Appeal appeared to have had no 
doubt at all that, if a company’s business was to lease land 
and receive profits from it, it was carrying on a business 
within the meaning of this Act. 

Those, I think, are the relevant decisions that have been 
given on the Act. There are one or two decisions on that 
part of it which was limited for a comparatively short time, 
but they are of no general interest. 

Now, I said that sect. 53 was a computation section, and it 
deals with one matter on which 1 was asked a question 
to-night. It says:— 

‘** Any deduction allowed in respect of the remuneration 
of any director, manager or other person concerned in the 
management of a company who has a controlling interest 
in the company, whether directly or indirectly, and 
whether solely or jointly with any other persons, shall 
not exceed an amount calculated at the rate of £1,000 
per annum.” 


What is a controlling interest ? may in some cases be a very 
difficult matter to determine. I suggest for your consideration 
that where two people jointly hold a majority of the shares 
in a company, then those people together would have a 
controlling interest in it. But in the case of, say, three 
directors in a company who all hold an equal number of 
shares, I think it would be reasonably clear that no one 
of the three has a controlling interest. But if three people 
jointly held more than half the shares, and the other half 
were held by two other people, the three who jointly 
held here would have a controlling interest within the 
meaning of this section. 

There is another section—another sub-section— which 
appears to me to be an extraordinarily difficult one; not 
perhaps from the lawyer’s point of view—I do not think the 
lawyers will have very much to do with it—but you will no 
doubt get some very pretty conundrums under it, which I 
hope you will be able easily to answer. ‘‘ In the case of any 
contract extending beyond one accounting period from the 
date of its commencement to the completion thereof, and only 
partiaily performed in any accounting period, there shall 
(unless the Commissioners of Inland Revenue owing to any 
special circumstances otherwise direct) be attributed to each 
of the accounting periods in which such contract was partially 
performed such proportion of the entire profits or loss, or 
estimated profits or loss, in respect of the complete performance 
of the contract as shall be properly attributable to such 
accounting periods respectively, having regard to the extent 
to which the contract was performed in such periods.” 

It may be very difficult in many cases to say exactly how 
much profit should be allocated to an accounting period, 
because, remember, the tax here is leviable on the profits in 
the accounting period and not on an average, and, so far as I 
ean see, there is no provision for the repayment of the tax 
when once it has been paid. 

Now, assume a contract to build a ship, the contract lasting 
over three years. A third of the ship is finished in the first 
year and a third in the second year. Some more work is done 
on it in the third year, and then the person who orders the 
ship goes ‘‘ broke” and no money is paid at all and the 
builders get nothing. There would have been something 
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(under the wording of this section) allocated to the first 
accounting period and to the second accounting period in 
respect of the amount of the contract that has been performed 
in those periods, and the taxpayer will have paid on that and, 
as far as [ can see, he can never get his money back. 

When you come to consider how much money shall be 
allocated to each accounting period—how you are going to 
fairly provide for and meet a case of that kind—I think you 
may find it a rather difficult matter. 

The other sections in the Act, as far as corporation profits 
tax is concerned, call for very little comment. Sect. 55 
provides for returns, and sect. 56 for assessments and appeals. 
The appeals are exactly on the same basis as income tax 
appeals. You go to the Commissioners, and if you want to 
go from them to the High Court you have to go by a special 
case. I am afraid I have exceeded the time allotted to me, 
but commenting on those cases took rather longer than I 
expected. 

Discussion. 


Mr. W. D. Exaar, F.C.A., Incorporated Accountant: This 
is a subject in which I am very deeply interested, because I 
had the privilege of being associated with the Eccentric Club 
case—one of the three decisions mentioned by our lecturer 
to-night. I do not purpose going through the views expressed 
before Mr. Justice Rowlatt and the Court of Appeal, but for 
your information I would like to point out why in my opinion 
the three cases were taken together. The cases were the 
Westleigh Estates, the South Behar Railway Company and the 
Eccentric Club, and they were taken together in order to 
ascertain the High Court’s view as to what was the ‘‘ carrying 
on of a trade or business.’’ Mr. Justice Rowlatt, in the first 
case, gave his decision in favour of the Westleigh Estates, 
because he assumed that the company was in the position of 
a trustee. The Court of Appeal went deeper into it and 
discovered that that was not so. ‘The company could deal 
with the shares after certain restrictions had been removed; 
therefore they were carrying on a trade or business—granting 
leases, &c. ‘The second case, that of the South Behar 
Railway Company, might go to the House of Lords and be 
reversed. The third case, that of the Eccentric Club, dealt 
with the point that, while we had the structure, or the legal 
entity, of a limited company, that was only scaffolding or 
machinery, and the club itself was conducted mutually. 
The point which practically turned the case was that the 
members of the club had to become members of the club 
before they became members of the company. Therefore in 
this case the fact that the company was limited did not make 
it liable to the tax, that being only a question of machinery. 
Now, there are one or two points to which I wish to draw 
your attention, because in a lecture like this it has always 
been the practice in this Society not to endeavour to criticise 
the lecturer, or set him conundrums, or ask him questions to 
which we know the answer ourselves ;_ but, by expressing the 
opinions we ourselves have on the subject, to discuss any 
difficulty that has arisen, such as in the interpretation of the 
Act itself. The first difficulty in this Act is with regard to 
the ‘‘ controlling interest ’’ of the directors. The week before 
last, in a case before the General Commissioners, the 
company consisted of three directors: one had a controlling 
interest and the others had a share each. One of the 
directors having one share received a very large remuneration, 
which was surcharged, because the Revenue’s point of view is 
that if the aggregate holding of the directors shows a 
controlling interest, then the remuneration of any director is 
limited to £1,000. I might tell you we were successful in the 
action, for the following reason: If you look at sect. 53, 
Finance Act, 1920, proviso (B), clause 2, and at Clause (C), you 
will observe the same phraseology is used with regard to a 
person having a controlling interest and advancing money. 
Considered in the light of Clause (B), the Revenue’s 
interpretation of Clause (C) becomes an absurdity, as any 
shareholder could be associated with the others so as to have 
a controlling interest, and therefore no shareholder could 
make any advance to the company the interest on which 
would be allowed for corporation profits tax. The word 
‘* jointly ’’ has a legal definition. The Revenue want to read 
into it the aggregate holding of the shares, but I do not think 
they will contest a case in the High Court. Another point is 
the question of charging mortgage interest. You will notice 
that the deduction of mortgage interest, notwithstanding it is 


a permanent loan, can be allowed in certain circumstances 
under sect. 57 of the Finance Act, 1921. That section was 
applicable in a case with regard to which I was conversing 
with an inspector who had overlooked the point. I will read 
it for your benefit: ‘‘ Where not less than one half of the 
gross income of any company is derived from the rents or 
profits of lands or tenements in the United Kingdom, then, 
notwithstanding anything in proviso (b) to sub-sect. (2) of 
sect. 53 of the Finance Act, 1920, there shall, in determining 
tiie profits of the company for the purposes of corporation 
profits tax, be allowed a deduction in respect of the interest on 
any mortgage charges on those lands or tenements, but not 
including interest on any debentures charged on all the assets 
of the company. This section shall be deemed to have had 
effect as from the commencement of the Finance Act, 1920.” 
That is a very important section to remember when dealing 
with corporation profits tax. Then I should like to ask 
Mr. Allen a question. What is his opinion as to what 
constitutes a ‘‘ notice’’ under the Act? Is it a legal notice? 
I have been advised on more than one occasion that it is a 
legal notice, but the Revenue contend that a fixed date of 
repayment is notice of repayment. ‘There is one other point. 
The difference between the net and gross Schedule A, when 
dealing with mills and factories, is allowed for corporation 
profits tax. That is under sect. 44 of the Finance Act, 1918, 
and it should be noted that this difference from and including 
1923-24 is no longer one-sixth of the gross assessment, 
but is larger by the additional amount now allowed for repairs. 
I was wondering if Mr. Allen could give any guidance as to 
how rents receivable should be dealt with for corporation 
profits tax. If a company is in receipt of rents from property 
which it uses for its own workpeople, the property being an 
asset of the company, the income from that asset has to be 
accounted for. Should such income be the net Schedule A, 
or the rents received less all outgoings? Because the net 
Schedule A is the usual measure of income as regards 
property. I will not detain you longer, as some members will 
probably wish to raise further points which will be instructive. 


Mr. F. R. Scuorrerp, Incorporated Accountant: Mr. Allen 
referred to a shipbuilding contract extending over a number 
of years, where the person buying the ship went ‘ broke.” 
In the first two years a portion of the profit may have been 
credited to the trading account, but in the year when you find 
out that it is a total loss you write it off as a bad debt. 
Is there any reason why you should not charge that bad debt 
against the profits of that accounting period? You would 
thus recover the corporation profits tax paid subject to any 
alteration in the rate of tax or to its complete abolition. 

Mr. L. B. Ranpatui: With reference to that last question, in 
the third year the company might not be liable to corporation 
profits tax; it might have made a huge loss, and then, of 
course, the company would not get the benefit of the allowance 
at all. In that case, if you had an inspector of taxes who 
would consider a point of equity—very few of them would in 
this case—you would try and get this amount written back 
from previous years and recover something in that way. 
Also, if in the first year it was 5 per cent. and in the other 
two years 24 per cent., there would be even greater 
complications. I should think the only way would be to 
try and get the inspector of taxes to put it through in the way 
I have suggested. During the first two years the item would 
have come in as ‘‘ work in progress.” 

Mr. Ratnssury: Regarding that shipbuilding case which 
has evoked so much interest, I think, in practice, one finds 
that it solves itself more or less. I can hardly imagine a 
shipbuilding company would go on working for three years 
without getting any money. What happens more often 
than not is that, if the person for whom they are building 
the ship is not finding the money, someone else is financing 
the operation. Perhaps the last third would be a bad debt, 
in which case it could be set off against the last year’s profits. 
So that, on the whole, I hardly think the company would 
stand to make a terrible loss. 

Mr. W. Appison: Assuming what the Lecturer said to be 
correct, that there is no provision made for repayment of 
corporation profits tax, is it possible that there is in the 
Act some provision made whereby anything that might 
have been irregularly paid in one year could be adjusted 
in a subsequent year, or is there no method of adjusting 
any over payment? 
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Mr. D. N. Crick: I was given the work of adjusting for 
corporation profits tax the accounts of a firm of contractors 
for their first year’s trading. The credit side of the trading 
account was something like this: Sales £10,000, Work in 
progress £30,000. The person who had adjusted the income 
tax for that year had agreed with the inspector of taxes that 
three-fourths of the overhead expenses should be added to the 
value of the ‘‘ work in progress,” in order to obtain the 
income tax assessment for that year. After such adjustment 
a slight loss was shown, and so no income tax was charged. 
When I came to adjust for corporation profits tax the inspector 
added back the excess over £1,000 of certain directors’ 
salaries. Of course that showed a profit for corporation 
profits tax purposes. I said ‘‘ You have only allowed me 
one-quarter of the overhead expenses against the net profit 
and I am only going to allow you one-quurter of the directors’ 
excess.” He replied ‘‘No; you have agreed that the ‘ work in 
progress ’ should be increased by three-fourths of the overhead 
expenses, and therefore the overhead expenses are still 
charged up in full.’’ My point was that the net profit should 
stand and the overheads be reduced. Of course our clients 
did not take it to the Commissioners, as the amount involved 
was only about £50, so the matter dropped. In adjusting for 
income tax do not lose sight of the corporation profits tax, 
and so watch compromises. 

Mr. A. A. Jones, Incorporated Accountant: I have listened 
with great interest to Mr. Allen’s remarks. Among his 
observations he stated that corporation profits tax was an 
unfair tax, because the incidence of it was inevitably borne 
by those least secured in the company. That, I think, is 
a very just observation. Moreover, as British commerce and 
industry are largely built up on joint stock enterprise, I think 
that is a further reason why the tax should be abolished at 
the earliest possible moment. There is just one question I 
should like to ask with regard to the hardy annual of 
controlling interest. It seems to me that the definition, if 
there is any, of a ‘‘ controlling interest’ is very small. I 
should like to ask Mr. Allen if in any Act there is any legal 
definition of a ‘‘ controlling interest,’ because in certain cases 
where shares have different voting power and so on, it seems 
to me that it would be very ditlicult to arrive at what was 
exactly a controlling interest. : 

Mr. W. A. Wesracorr Manaron: Might I ask what 
constitutes ‘“ remuneration ’—supposing a director had £500 
remuneration and about £7,000 commission ? 

Mr. T. N. Jennrnas, Incorporated Accountant: I suppose 
that many private companies formed during the past few 
years have nut yet commenced to carry on the trade for 
which they were registered owing to the abnormal conditions 
prevailing in the commercial world. Such companies have 
the shareholders’ money and, until the time arrives when 
trading may be commenced with reasonable hope of success, 
the capital is being invested. I would like to know whether 
in Mr. Allen’s opinion the income from such investments is 
liable to corporation profits tax assessment. 

Miss M. M. Leae: The Lecturer stated that dividends on 
preference shares were allowed as a deduction for corporation 
profits tax, but I thought it was only to this extent, that the 
tax to be paid should not exceed 10 per cent. of the profit as 
reduced by such dividend. There is one other question: 
Mr. Elgar referred to the 1918 White Paper, in which he 
said the difference between the net and gross Schedule A was 
allowed for corporation profits tax. I did not know that 
anything was allowed. As the corporation profits tax was not 
imposed until 1920, I cannot understand how it can be 
regulated by an Act of 1918. 

Mr. Erear: Might I be allowed to reply to that last 


question? I referred to mills and factories, and not to 
ordinary houses. I gave you the section so that you might 
turn it up. 


Miss Leae: As the corporation profits tax was not imposed 
until 1920, I do not follow you. 

Mr. Exaar: It is a question of working it out on the income 
tax basis. On the income tax basis under Schedule D, you 
are allowed to charge the difference between your net and 
gross Schedule A as an additional charge. IfIam not keeping 
you, it is rather interesting that you should have raised that 
point, because in the White Paper (9134) reference is made to 
the net Schedule A :—‘‘ Although an owner-occupier of trade 
premises has actually paid the Schedule A tax on only 


five-sixths of the annual value, he is allowed (under sect. 24) (4) 
of the Finance Act, 1918, quoted in the Appendix) in the case 
of premises which are peculiarly subject to depreciation, viz : 
mills, factories and other similar premises, to deduct the 
whole (six-sixths) of the annual value in computing his no 
for assessment under Schedule D. That is to say he is 
allowed every year absolutely tax-free a sum equal to one-sixth 
of the annual value of the mill or factory to provide a sinking 
fund to replace the building.’’ The profits for corporation 
profits tax must according to sect. 53 of the Finance Act, 1920, 
be determined on the same principle. 

Mr. AuLEN: My view is that on the construction of these 
sections—of course it is quite impossible to be absolutely 
certain until you get a decision—you are entitled to take the 
difference between the net and the gross of Schedule A. I 
think the whole structure of sect. 53 indicates that. For 
instance, take the deduction under sub-sect. (ce). There 
certain deductions are allowed, which are to be the same as 
those allowed in respect of income tax and excess profits tax, 
whichever is the greater. I think that rather indicates that 
you have to look back to some extent to the rules of income 
tax. My way of reading ‘‘ notice ’’ is that it is a legal notice. 
I quite agree with what someone said about shipbuilding. Of 
course, if there was a loss made in the third year, that loss 
would be written off in respect of that year, and there would 
be less profit; but that was very well answered by someone 
else who said ‘‘ Supposing there was a loss without writing 
anything off, then, of course, the taxpayer would have paid 
in respect of the two previous years, and “ would get nothing 
back in respect of the third year.” I was asked if there was 
in any Act a legal definition of ‘‘ controlling interest.” I 
know of no legal definition of that term. It has been used 
in several Acts, but, so far as I remember at present, there is 
no legal definition of controlling interest. I did not quite 
follow what Mr. Manaton said. 

Mr. Westacorr Manaton: Supposing a director with a 
controlling interest gets £500 as norma! remuneration (salary) 
and £7,000 as commission ? 

Mr. Exear: Mr. Allen has explained it from the legal 
standpoint, but in practice the question ‘“‘Who is an 
employee?” is answered as ‘‘One who receives payment 
for services rendered.’” Where a commission is drawn, I 
think Mr. Allen will agree with me, under the Act it is part 
of the remuneration of the director. The Act does not say 
‘‘director’s fees’; it states ‘‘remuneration,” and it does 
not matter in what form it is received. 

Mr. Aten: I think it is ‘‘remuneration”’ for acting as 
a director. 

Mr. Exaar: It is sub-sect. (c); ‘* Any deduction allowed in 
respect of the remuneration of any director, manager or other 
person concerned in the management of the company.” 
In practice the only exception the Revenue Authorities make 
is in the case of a working employee director. 

On the motion of Mr. Hotiipay, seconded by Mr. Scnorretp, 
a hearty vote of thanks to the Lecturer was unanimously 
passed, and the Chairman was also thanked for presiding. 


ACCOUNTANT-LECTURERS’ ASSOCIATION 


The eleventh annual meeting of the above association was 
held at Lincoln House, Holborn, London, on Friday, 
September 12th, Professor Lawrence R. Dicksee, M.Com., 
F.C.A., London University, presiding. 

The following officers were elected for the ensuing year :— 
President, Professor Lawrence R. Dicksee, M.Com., F.C.A. 
(London University); Vice-Presidents, Mr. R. N. Carter, 
F.C.A. (Manchester University), Mr. T. P. Laird, M.A., C.A. 
(Edinburgh University), Colonel Crawford (Corps of Military 
Accountants), Mr. H. 8. Ferguson, F.C.A. (Manchester 
University). Additional members of the Committee: Mr. 
H. A. Wesson, F.S.A.A., A.C.1.8., and Mr. H. J. Eldridge, 
F.S.A.A., together with the Secretary and Treasurer, Mr. M. 
Moustardier, A.S.A.A., A.C.I.8., 69, Downs Road, London, E. 

It was decided to alter the rules so as to admit graduates of 
any university of the United Kingdom who had taken 
accountancy as one of the subjects of their examination for 
their degree. 


— 
L 


- Dickinson, as he is now because of his services to his country 
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Changes and Removals. 


Mr. Robert Hollows, A.C.A., Incorporated Accountant, has 
removed from Bank Chambers to 33a, King Street, Wigan. 


Mr. S. Henstridge, Incorporated Accountant, has removed 
from 1, Cannon Street, to 57, Colmore Row, Birmingham. 


Mr. A. J. Lister, Incorporated Accountant, Burlington 
Buildings, Orford Place, Norwich, has taken into partnership 
Mr. T. H. Tresise, Incorporated Accountant. The firm will 
practise at the same address under the style of Lister & Tresise. 


Miss M. E. Moore, A.S.A.A., has removed to Evelyn 
House, 62, Oxford Street, London, W. 


Messrs. Pix & Barnes, Incorporated Accountants, have 
removed their offices from 31 & 33, Broad Street House, New 
Broad Street, to 24, Coleman Street, London, E.C. 


Messrs. Slipper & Co., Incorporated Accountants, announce 
the removal of their Hammersmith office from 33a, Broadway, 
to Bridgeway House, Bridge Road, London, W. 


Mr. R. Som, B.A., A.S.A.A., has been admitted a partner 
in the firm of 8S. K. Day & Co., Calcutta. 


Messrs. Spence, Payater & Morris, Incorporated Accountants, 
have taken into partnership Mr. J. H. Croydon, Incorporated 
Accountant. The style and address of the firm will remain 
unchanged. 


Mr. A. N. Tessier, F.S.A.A., announces that he is taking 
into partnership Mr. L. B. Randall, A.S.A.A., and will 
practise under the style of Tessier, Son & Randall in new 
offices at 279, Borough High Street, London, S.E. 


Messrs. Armitage, Norton, Paton & Co., Chartered 
Accountants, have removed to 25/31, Moorgate, London, E.C. 


Messrs. Clement Keys & Son, Chartered Accountants, have 
taken into partnership Mr. J. A. Greatorex, A.C.A. The 
practice will be carried on under the same name as hitherto 
at 71, Temple Row, Birmingham. 


Sir Arthur Lowes- Dickinson. 


The following is taken from the Journal of Accountancy 
of New York : - We have received a letter from the President 
of the American Institute of Accountants drawing attention to 
a donation made by one of the, accounting firms to the 
endowment fund of the school of business administration of 
Harvard University. This isa matter which will doubtless be 
of interest to all accountants, and we publish Mr. Gore’s 
letter herewith: “It has come to my notice that in honour of 
a former member of their firm the partners of Price, Waterhouse 
& Co. have contributed to the endowment fund of the school 
of business administration of Harvard University the sum of 
$100,000, to be known asthe ‘ Arthur Lowes-Dickinson Fund.’ 
This donation immediately engages the interest of every 
practising accountant, since it not only marks the appreciation 
of the gentlemen making the contribution of the services 
rendered to the profession in this country by their former 
partner, but indicates their faith in the value of education in 
accountancy and business as given by our institutions of 
learning. All the older members of the American Institute 
of Accountancy will recall the fine personality of Mr. Arthur 
Lowes-Dickinson, as he was then known—Sir Arthur Lowes- 


in its time of need. During his residence in the United States 


of the professional accountant, using his talents and his 
influence, both of which he possessed in a marked degree, to 
secure the enactment of legislation for the regulation of the 
profession and for the protection of its ethical practitioners. 
In the midst of an exceptionally active practice he found time 
to write his work on ‘Accountancy Practice and Procedure,’ 
which has become a classic in the literature of the profession. 
His services to the profession, given without the possibility of 
personal advantage, have long deserved substantial recognition, 
and it should be a source of deep satisfaction to every member 
of the Institute—which he helped to found—that such 
recognition has been given and in a form so wholly 
commendable.”’ 


Rebietus. 


Law relating to the Reduction of Share Capital. 
(Second Edition.) By P. F. Simonson, M.A. (Oxon.), 
Barrister-at-Law. London: Effingham Wilson, 16, Copthall 
Avenue, E.C.; Sweet & Maxwell, Limited, 3, Chancery 
Lane, W.C. (132 pp. Price 10s. 6d. net.) 

The circumstances under which the capital of a limited 
company may be reduced and the method of carrying out the 
reduction is explained in this publication. There are two 
appendices to the book, one giving the text of the General Order 
dated May 3rd, 1909, as to the procedure on application for 
confirmation by the Court of the reduction of capital, and the 
other giving forms of resolutions, minutes, advertisements, 
affidavits, &c., in relation to carrying through the scheme. 
The text of the book gives full particulars as to the 
circumstances which the Court will regard as sufficient to 
justify a reduction of capital, and cites numerous cases 
bearing upon the matter. 


Burns’s Income Tax Guide. (Sixth Edition.) By John 
Burns, W.S. Edinburgh: W. Green d& Son; I.ondon: 
Simpkin & Co., 4, Stationers’ Hall Court, E.C. (290 pp. 
Price 2s. 6d. net.) 

The new edition of this useful little book on Income Tax is 
necessary in order to bring it up to date. The text now 
incorporates the- amendments of the law effected by the 
Finance Act, 1924, and the legal decisions which have been 
given since the last edition was published. The book is 
free from technicalities both in language and construction, 
and deals in a simple way with various points which are 
difficult and complicated, particularly in relation to foreign 
residence and super tax assessments. 


Income Taxes in the British Dominions. London: 
H.M. Stationery Office, Imperial House, Kingsway, W.C. 
(100 pp. Price Is. net.) 

This is Supplement No. 2 to the publication under the 
same title which was reviewed in our January issue. As in 
the case of the first supplement, it contains additions and 
amendments of the income tax laws of the British Dominions 
consequent on the receipt of information since the first 
supplement went to press. The present supplement is divided 
into two parts. The first part is designed as additional pages 
of the original book, while the second part contains additions 
and corrections which are intended to be incorporated in the 
text of the book. 


Pitman’s Office Desk Book. (Ievised Edition.) London : 
Sir Isaac Pitman & Sons, Limited, Kingsway, W.C. 
(322 pp. Price 28. 6d. net.) 

The object of the publishers is to provide a handy reference 

book for general office purposes. In doing so special attention 

has been devoted to customs and excise duties and drawbacks ; 
stamp duties and taxes; conversion, calculation and interest 

tables; weights, measures and coinage, &c. There is also a 

list of abbreviations in common use, and a great deal of other 

matter of a general character, including a multiplication table 
which we should have thought was hardly necessary in these 
enlightened days. In one or two cases which we have tested 
we find that the information is not always correct and up to 


he was found foremost in every effort to advance the interests 


date. The book is compiled in alphabetical form. 
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Privileged Communications. 


A new Law has been enacted in the State of Maryland, 
U.S.A., in relation to public accountants, which contains the 
following provision: ‘* Except by express permission of the 
person employing him, or of the heirs, personal representatives 
or successors of such person, a certified public accountant, or 
public. accountant, or person employed by a certified public 
accountant or public accountant shall not be required to, and 
shall not voluntarily, disclose or divulge the contents of any 
communication mage to him by any person employing him to 
examine, audit or report on any books, records or accounts, 
nor divulge any information derived from such books. record= 
or accounts in rendering professional service. Provided that 
nothing in this section shall be taken or construed as 
modifying, changing or affecting the criminal laws of this 
state or the bankruptcy laws.”’ 


Newport Incorporated Accountants’ Students. 

The students of the Newport section of the South Wales 
and Monmouthshire Society of Incorporated Accountants paid 
a visit to Bristol last month, and on the invitation of Messrs. 
W. D. & H. O. Wills, inspected the splendidly equipped factory 
of that company. The visit was most interesting and 
instructive. Afterwards the party proceeded to Cheddar, and 


 yeturned by Bristol later in the day. 


Scottish Motes. 


(FROM OUR CORRESPONDENT.) 


Another Internal Audit Question. 


The Aberdeen County Council had recently before them a 
letter from the Minister of Transport regarding the audit of 
motor tax accounts. The Minister of T'ransport had been 
informed, the letter stated, that no system of internal audit of 
the accounts was in force, and as that was a matter to which 
he attached the utmost importance he would be glad if the 
Council would consider the institution of a scheme. The 
County Clerk said it was impossible for him or his staff to 
carry out the internal audit, and he had written Mr. Walter A. 
Reid, C.A., the county auditor, asking what he estimated the 
cost of making such an audit would be. Mr. Reid had replied 
that he would estimate it at £15 15s. The cost would come 
out of the Road Fund. In reply to the Convener of the County 
(chairman of the Council), the County Clerk replied that the 
Ministry of Transport evidently looked upon them as suspicious 
persons, adding: ‘‘ There may have been dishonesty in other 
places, bat I have never found it in my staff.”” This haziness 
about the functions of an internal audit—to which we referred 
in another connection last month—was further shown by the 
chairman of the finance committee asking if ‘‘it was nota 
reflection upon their own auditor,’’ and by the observation of 
the Earl of Caithness, another member, who thought it was 
‘* objectionable as an interference with the work of the office.’’ 
It seems clear that some public bodies in Scotland have 
something to learn as to the functions and usefulness of an 
internal audit. 


An Auditor’s Report Criticised. 


It is somewhat unusual for an auditor’s report to be 
characterised by the officials whose accounts he audits as 
‘¢all bunkum.” This description was used by the Town 
Clerk of the Royal Burgh of Rothesay in referring to the 
report of the auditor of the burgh accounts, in which it was 
pointed out that, in the auditor’s opinion, the gasworks 
sinking fund was ‘‘ again inadequate to the extent of £275, 
making the total shortage in the sinking fund up to the 
close of the year £3,000.’ The Town Clerk added that 
‘if the auditor (a Glasgow Chartered Accountant) would attend 
to the things he ought to attend to and leave other things 
alone it would be all right.” From the Town Clerk’s 
explanation it would appear that, by taking advantage of a 


rearrangement of loans some years ago, an extended time for 
repayment had been effected, and the new loan was being paid 
off by an annual payment covering principal and interest. 
The loan was arranged under what is known as the ‘‘ Common 
Good”’ of the burgh, and the Town Clerk’s view is that the 
annual payment of principal is equivalent to the setting aside 
of a sum annually by way of a sinking fund. The auditor 
may be technically right, but one would think that an annual 
payment liquidating the loan was a more effective operation 
than a book entry. In the absence of statutory direction 
either way, there seems a good deal to be said for the annual 
payment from the point of view of good administration. 


Scottish Valuation Courts. 


The Scottish Lands Valuation Courts dealt with appeuls 
last month. In the industrial areas there were a number of 
appeals by industrial companies and firms for substantial 
reductions in the annual valuation of their works on the 
ground of works being wholly or partly closed down owing td 
depressed trade. In Dunfermline a firm of damask 
manufacturers asked for a reduction of the valuation of their 
works from £625 to £300 on the ground that their works had 
been closed owing to bad trade. In Greenock an old 
established firm of paper makers asked and obtained a 
reduction of the valuation of their paper mills from £650 to 
£325 on the ground that they had to shut down because of 
foreign competition and the high tariff duty on paper going 
to the Continent. The mill, which had been closed on 
December Ist, had been advertised for sale without eliciting 
any inquiries, and the closing seemed likely to be permanent. 
Similar appeals were made by firms in the iron and steel trade, 
but there does not seem to have been uniformity in the 
decisions, and several important appeals were continued for 
discussion. 


Notes on Regal Cases. 


(The abbreviations at the end of each of the cases refer 
to the following law reports, where full reports of the case 
may be found. The Law Reports and other reports are 
cited with the year and the Division, e.g. (1923) 2 K.B.:— 

T.L.R., Times Law Reports; The Times, The Times News- 
paper ; L.J., Law Journal; L.J.N., Law Journal Newspaper ; 
L.T., Law Times; L.T.N., Law Times Newspaper; S J., 
Solicitors’ Journal; W.N.,Weekly Notes; 8.C., Sessions Cases 
(Scotland); 8.L.R., Scottish Law Reporter; 1.1..T., Irish 
Law Times; J.P , Justice of the Peace (England); L.G.R., 
Knight's Local Government Reports; B.& C.R., Bankruptcy 
and Company Cases. 
The other abbreviations used in modern reports are H.L , House 
of Lords; A.C., Appeal Court (House of Lords and PrivyCouncil); 
C.A., Court of Appeal; Ch., Chancery Division; K.B.. King’s 
Bench Division; P., Probate, Divorce and Admiralty Division ; 
C.S., Court of Session (Scotland); J., Mr. Justice (King’s Bench 
or Chancery); L.J.. Lord Justice; L.C., Lord Chancellor; 
M.R., Master of the Rolls; P., President of Probate, Divorce and 


Admiralty. ] 
BANKRUPTCY. 


Re a Debtor (No. 24 of 1924). 
Creditors Parties to a Deed of Assignment. 

Creditors petitioning for a receiving order are precluded 
from availing themselves of a deed of assignment by the 
debtor where they have attended a meeting of the committee 
of inspection and have suggested thereat that they should 
be on such committee, and have otherwise taken part in 
the meeting. 

(Ch.; (1924) 59 L.J.N., 555.) 


COMPANY LAW. 
Re National Benefit Assurance Company. 


Life Policy Mortgaged to Company to Secure Advances. 


A policy holder mortgaged his policy to the assurance 
company to secure an advance. During the currency of the 
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policy the company was wound up, and the policy was 
valued under sect. 17 of the Assurance Companies Act, 1909. 
The policy holder then claimed to set off the ascertained 
value of the policy against the mortgage debt. 

It was held by Eve, J., that he was entitled to do so. 


(Ch. ; (1924) 68 S.J., 753.) 


LOCAL GOVERNMENT. 
, Lapish v. Braithwaite. 


Company Contracting with Local Authority of which 
Managing Director was a Member. 

A managing director necessarily has “‘a share or interest” 
in the contracts obtained by his company, whether bis 
remuneration fluctuates in proportion with profits or not, 
and is disqualified as a member of a local authority by 
sect. 12 (1) (c) of the Municipal Corporations Act, 1882, but 
shareholders are exempted from the disqualification for the 
reason that they do not control or influence the negotiations 
of the company. 

(K.B.; (1924) 40 T.L.R., 857.) 


REVENUE. 


Inland Revenue Commissioners v. Cornish Mutual 
Assurance Company, Limited. 


Mutual Insurance Company with no Trade or Business in the 
ordinary sense. 

The respondent company, which carried on a mutual fire 
insurance business, had no subscribed capital and was limited 
by guarantee. The issue to any person, and the acceptance 
by him, of a contract of insurance with the company 
constituted him a member, and he ceased to be a member 
as soon as his right to protection by or through the company 
terminated. The company had power to distribute among 
members any property of the company and to invest or set 
aside as a reserve fund any moneys not required to meet 
claims. 

It was held that in the case of such a scheme of mutual 
insurance there was no trade or business in the ordinary 
sense, and therefore the company was not liable to pay 
corporation profits tax on the surplus arising from investments 
and from transactions with members. 

(K.B.; (1924) 40 T.L.R., 792.) 


Whelan v. Henning. 
Profits from Foreign Possessions-—no dividends remitted during 
current year. 

The respondent was possessed of shares in a company 
outside the United Kingdom, income from which was taxable 
under Case V of Schedule D as profits or gains from a foreign 
possession. In the year of assessment there was no such 
income, though there had been in the three previous years. 
The respondent, however, was assessed in the sum of £3,424, 
being the average of the three preceding years. On appeal, 
the General Commissioners discharged that assessment, but 
stated a case. 

It was held that the respondent’s liability did not depend 
on the possession of the shares in the year of assessment, but 
on the receipt of some profit therefrom in that year, and 
therefore the discharge of the assessment must be affirmed. 


(K.B ; (1924) 40 T.L.R., 789.) 


Royal Agricultural Society of England v. Wilson. 
Profits of Show held by Charitable Body. 

A society was incorporated by Royal Charter for the 
advancement of agriculture, and the objects of the society 
were carried out in various ways—among others by the 
holding of an annual agricultural show. The society was a 
‘‘charity”’ within the meanin, of the Income Tax Acts and 
did not exist for purposes of gain, but profits were made from 
the show and were used to further the general objects of 
the society. 


It was held that the society carried on a trade by the 
holding of the show and was assessable to income tax on 
the profits under Schedule D. 


(K.B.; (1924) 40 T.L.R., 763.) 


Wilcock v. Pinto. 
Foreign Firm carrying on Business within United Kingdom. 
A non-resident firm, who employ a resident of the United 
| Kingdom to make contracts in England on their behalf for the 
sale of their goods and pay him a present on the sales, are a 
_firm carrying on business in the United Kingdom and 
| chargeable to income tax in the name of such resident under 
| the Income Tax Act, 1842, sect. 41, and the Finance (No. 2) 
Act, 1915, sect. 31 (2) and (6). 
(K.B.; (1924) 59 L.J.N., 552.) 


Inland Revenue v. Hay. 
Advances and Rate of Interest Fluctuating in Amount. 

A landed proprietor obtainea advances from his solicitors in 
connection with his estates, which continued for a period of 
years, although the actual amount of the advances varied. 
The solicitors charged interest upon the advances at the rate 
charged by the banks on overdraft accounts, the rate fluctuating 
with the bank rate. The borrower’s income was collected by 
the solicitors and reductions of the advances were made out of 
this income, and the interest charged was also debited to his 
account. In computing the amount of interest the solicitors 
made the appropriate deduction for income tax which interest 
was treated as having suffered income tax, and was not again 
charged to income tax in their hands. 

It was held that the interest was yearly interest charged on 
the income of the borrower which he was entitled to deduct in 
computing his income for the purpose of super tax in 
accordance with the Income Tax Act, 1918, sect. 27 (1). 

(C.S.; (1924) 61 8.L.R., 375.) 


Lord Inverclyde’s Trustees v. Inland Revenue. 
Whether Interest paid on outstanding Estate Duty a Legitimate 
Deduction. 

The income of a trust estate for a certain year included a 
sum of £72,231 untaxed interest on certain Government 
securities. 

It was held that in computing their income for the 
of assessment under Schedule D of the Income Tax Act, 1918, 
the trustees were not entitled to deduct from the said sum of 
£72,231 a sum of £21,847 which they had paid during the 
year as interest on estate duty. 

(8.C.; 61 8.L.R., 477.) 


Eadie v. Inland Revenue Commissioners. 


Whether Husband assessable to Super Tax in respect to annuity 
paid to Wife when not living with her. 

By a deed executed in 1912, a husband and wife agreed to 
reside in the same house, but to occupy separate rooms and 
live independent lives. The husband was to pay his wife a 
weekly sum of £30 during their joint lives “so long as they 
continue to reside at Rigby Hall.’’ The agreement could be 
terminated by either party giving six months notice in writing. 
In 1913 the husband left Rigby Hall and since that date he 
and his wife lived continuously apart. In 1921 the husband 
gave the proper notice to terminate the agreement. During 
the whole time of his absence he continued to pay the 
weekly sum of £30. The Special Commissioners decided 
that the wife was a married woman still living with her 


respect of the amounts paid under the deed. 

It was held (1) that the wife was not still living with her 
husband; (2) that the arrangement under the deed of 1912 
was to govern their joint lives at Rigby Hall and not at any 
other place; (3) that neither party could put an end to the 
obligations under other parts of the deed merely by leaving 
Rigby Hall, and, therefore, the payments by the busband 
were obligatory and not voluntary ; (4) that the husband was 
not assessable to super tax in respect of the amounts paid. 


(K.B.; (1924) 40 T.L.B., 553.) 
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